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

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). Themavs 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 (compnsed 280

pages) details our expectations, the standards of comparison, and our specific findings, conclusions and
recommendations for the Ohio Police and Fire Fam&und.

This executive summary addresses the fiduciary performandé 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 Audicope.

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

*k*

The first two decades of the 21st century have heightened awareness of some of the uncertainties that
fiduciaries must takénto account when making decisions affecting the kbeign sustainability of public
retirement systems.

Overall, the purpose of a public retirement system isustainably create, deliver and protect value for
current and futuremembers and beneficiariegespite uncertaintiesThe financial sustainabilityf public
retirement systems isssentialand the OhidPolice and Fire Pension Fuf@P&F) is no exception.

For public employees, who dedicate themselves to a career of public seruldée; gmploynent offers
financial securitandcompensatiorand the promise ofifetime benefitswhich sometimes includedalth
care Typicallypublic employees pladgigh valueon thesecurity ofthosebenefits For public employers,
public retirement systems offes way to #ract and retain a qualified workforcand kenefits are an
efficient way to compensate Questions about the lonterm valueand security of benefits increase
difficulties in public employee recruitment and retentibn

For the public ommurnities benefit when public employers are able to attract and retain skilled public
employees' And, as many of those public workers tend to retiresiate, and since pension benefits are
economically countecyclical, those benefit payments are an addezbrmic 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 siems 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 OBC 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 thiduciaryperformanceaudit pursuant toR.C. 171.04E) a 40 KS hw{ / af
havea fiduciary performance auditonducted by an independent auditor at least once every ten years of

each of the state retirement systengs. 28 O02y&aARSNI (KS nb préctice BARS (2
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 fiduciaperformance for the five state systems.

A fiduciaryperformanceaudit was conducted in 2006 and an actuarial audit ih220he 2022 fiduciary
performanceaudit was commissioned by the ORSC through a competitive process that selected Funston
Advisory Sergies LLC (FAS) to perform the audit. The actuarial reanelexperience review as well as

an Asset/Liability Studg currently underway. Future fiducigngrformanceaudits and actuarial reviews
commissioned by the ORSRobuld be timelier.

Summary Roles and Responsibilities

Legislative Oversight

Ohio ORSC selects independent reviewers: fiduciary, actuarial and investment and also revig
Retirement ht 3CQa&a NBLRZNI&a FyR 6dzRISiao h @S0 SSa h
Study Council | Legislature. Has engaged RVK to provide-semiial investment performance analysis of
(ORSC) OP&F (and the other four systems).

Direction, Oversight and Control

OP&FBoard |. 2F NR YSYO0SNE | NB FARdzOA | NR Radticiparts aidk S & @
(Board) beneficiaries. The Board acting as a whole is responsible for the overall direction, overs
and control of the system. Its role is to prudently exercise the powers reserved exclusiv
for the Board by Ohio code.

Independent Advice

Actuary Cavanaugh MacDonald is the actuary for OP&F. The main tasks of pension actuaries g
Syadz2NAy3a GKIG GKSANI Ot ASyda INBE Ay O2YL
for the defined benefit pension plan and determining contribusdn be made to the plan.
They provide calculations of monthly pension amounts to be paid to its retirees. Pensio
F OGdzt NAS& LISNF2NY FyydzZ t @Ffda GAz2ya (2
plan. The valuation includes two main areas:dimg and expensé.

Investment ¢CKS . 2FNRQa NBGFAYSR Ay@SadayYSyid O2yadz i
Consultants performance results and provides investment advice at least quart®viyshire

Aksia/TorreyCovand Townsend provide a host of investment consulting services to the
Board,and actas fiduciaries under state and federal law.
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Summary Roles and Responsibilities

Reasonable Assurance

Executive Responsible for the execution of direction within policy. Engaging with lstddters.
Director & WSLRNIAY3 GAllrt araaya F2N gAdGrt Fdzy OGA 2
Staff expected performance. Escalating exceptions togethitn directior/policy insights.

Advising the Board on direction and policy.

IndependentVerification

Internal Audit |ht s CQa AYyOGSNYyFf FdzZRAG GSIFY A& AYRSLISYRS
financial and compliance audits of all OP&F departmehtternal audit staff has
unrestricted access to all OP&F activities and records dntr&lJli & RA NB Ol f @
Administration and Audit Committee.

Ohio Auditor | OP&F undergoes an annual external financial audit by RSM US LLP, under the oversig
of State Ohio Auditor of State. The audit covers the financial statements ancecketadtes 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 accou

principles.
Independent Benchmarking
CEM / 9a Fyydz fté& LINBaSyida I NBLR2NI G2 (GKS
Investment performance to those of peers.

Benchmarking

The Purpose of a FiduciaBerformanceAudit

LYRSLISYRSyiGfe laaSaa o¢KSGKSNI ht gpdtedsespndzddBogsi T2 9S
enable fiduciaries to fulfill their duties to prudently direct, oversee and ensure effective control of the
system. Such as assessment provides reasonali@ot 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 Revis&tbde, is vested in a board of trustees of the Ohio police and fire pension
fund.

Ohio Revised Cod8ection742.11 (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 sectiord2.590f the Revised CodeThe 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, prudencedatiligence 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 investmentsiigabaity

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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FiduciaryPerformanceAudit Scope

FAS was askeuy the ORS® review six main topicd ¥ 2 NJ G KS LINR dehtijdhg arddsNof J2 & S
strengths and weaknesses in OP&F, comparing OP&F operations with best practices of other pension
plans, and to makeecommendations for improvemeat

Board Governance and Administration
Organizational Structure and Staffing
Investment Policy and Oversight
Legal Compliance

Risk Management and Control

6. IT Operations

arMwDdRE

FASassersit isindependent Our firm has never received compensation from any investment consultant,
managers,or benchmark service. We have experienced no mfits at undue influence. @
recommendationssolely aim to improvefiduciary performanceto benefit current and future OP&F
members and beneficiaried he scope did not includeforensic review, a compliance review, a financial
statement audit, or a r@ew of the asset allocatioror investment decisions These are all separate
reviews commissioned independently of a fiduciary performance audit.

FiduciaryPerformanceAudit Process

Given inevitable uncertainties, the duty of prudence is assessed by iligende of the process for
decisionmaking when compared to peers and not by the outcomes alone. Decis@iers, especially
for decisions with longerm consequences and high uncertainty, do not have the benefit of hindsight.
Given the information avkible, was the decision prudent at the time?

2

t NHZRSYy OS A& FaaSaaSR o0& O2YLI NRazZy anmthickre, SBS O A £ A

prudence, and diligence under the circumstances then prevailingalpatident 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 aimsp €

We assessed each area within the scope and formed an independent opinion as to whether it was a
lagging, pevailingor leadingpractice. 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 wadequate for the purpose While a pactice may be prevalent, it may

0S AYIRSIdzZdS 2NJ dzyadzAadl 0fS F2N) ht 3CQa LIJzN1I2 &aSa

We reviewed documents, conducted a survey of trustees and executives, collected benchmark
information, interviewed the OP&F Board, te&ecutives, 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 makelb0er
recommendations for improvement.

dz



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

Overview ofthe 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
a d I 4 Stiwé poficeliffiters and firefightersOP&F also prodies 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. M@aofh 29,2022 ht 3 CQa Ay @SadyYSyi
valued at $9.04billion.

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 tinemment systems
are their main pension resource.

ht 3 Guads are held in trust for the sole benefit of the retirement system's members and their
beneficiaries.Benefits paid byoP&Fare funded by contributions from Ohigmlice and fire employees

and teir employers and the investment returns generated by the assets in which those contributions are
invested. OP&Freceives no general revenue fundslone of the State of Ohio's budget is expended to
supporth t 3 ©Gdpéfits or operations.

h t 9 Ofe@tingexpenses are paid solely out of investment returi® member contributions or tax
dollars are expendedh t g ©@Rr@Ating budget is approved by the retirement system's board of trustees,
who under Ohio law act as fiduciaries to the retirement systengsimersand beneficiaries

Additionally, prior to approval by th@P&FBoard, 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 Goverrrpas well as the executive directors of Ohio's five public retirement systems.

OP&F provides severatal retirement functions

T Investment
1 Benefits
9 Administration

Fiduciaries have a duty to ensure the fund is sustainable for the benefit of currentamd members
and beneficiaries.

A. Fiduciarydutiesto current and future members and beneficiaries.

Ohio Revised Codgection742.11 (A) sets forth the fundamental fiduciary duties that apply to RP&
These duties are interpreted and implemented within the context of related court decisions, opinions of
the Attorney General, Federal tax qualification standards and rules aigkhdopted 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 Employe®etirement 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

Impatrtiality

Control costs

Comply with law

1 Noblind eye to cefiduciary behavidt

=A =4 =4 4 -8 - 4

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 retred 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.eddowfiduciaries must make
decisions in the best lorgrm 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 impartitity (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 ldcuthority to take effective action to
prevent harm or remove bad actar§ he chart below summaries our conclusions regarding each of these
fiduciary duties.

Duties ‘ Conclusions re: Fiduciary Duties
Loyalty / The OP&F Board appears to have acted with loyalty and impatrtiality solely in
Impartiality interests of current and future members and beneficiaries.

Prudence / The OP&F Board appears to act with appropriate prudence and care.
Care*

Stay informed | The OP&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&Fappears to effectively control costs while maintaining high performance
standards.

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

Cofiduciary | Fiduciariehave a duty not to turn a blind eye Wwrong doingy other

duty fiduciaries. There was nothing that came to our attention during the course of
review that would suggest fraud or defalcation or unethical behavior on the pz
of any fiduciary.

Vi
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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 fgliesdgtion 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

1 Two representatives of police departments
1 Two repesentatives of fire departments

1 One retired firefighter

9 One retired police officer

Three statutory members with professional investment experience

1 One appointed by the Governor
9 One appointed by the State Treasurer
1 One appointed jointly by the Senate President and the Speaker of the House.

The Ohio code prescribes the powers granted to the OP&F BBAiShasdeveloped a proprietary Powers
Reserved Framework which we used to assess how the OP&F Board exersisesitpdulfill its duties?"!

[ S,

-

|10}

Verify
then trust

Oversee
Execution

Conduct Set then
Business Delegate

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

1 Verify then trust and obta independent advice as needed.

=A =4 =4 =4

A power reserved is a decision or an authority that can only be exercised by a specific daaisgonT his

could include the State of Ohio, the OP&F Board, and/or management and steffBoard can only
decide and acts 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 assumefiduciaries arewell-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 suggdisewise.

Vii
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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
{GFG5Qa RSt Board of pAwhrs for2budgets Sstaffing 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. Typicallyg fhewers 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 bdaand its committees

One of the fundamental powers reserved for theard is toeffectively and efficientlgonduct its business
and that of its committees.The power to Conductincludes a wide range of topics frorfor example,
settingand calendaring@gendas, the use of consent agendas, the role of chairs anetti@ies, the use of
committees, board member dynamics and engagemestlfevaluation, continuing education,the
selection, evaluation and compensation of the GB@ the Chief Audit Executive

The power tdConduct 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 anadomply with ethical standards of condwgtch 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 pamvef Approve and Set is in the level of
board involvement from the outset of the decisiomaking process.

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

The power to Set direction and then prudently delegate authority and resources is an extension of the
021 NRQ& LIR2¢SN) (2 FLILINRYSS o6dzi GKS tS@St 2F 02l NR
G2 ! LILINE @S nvolieként iHa? theNsRKbAa process of robust due diligence by management
FYR GKS 02FNRQa | ROA&AZ2NAOD

By contrast, in exercising the power to Set, the board and/or its committees are actively engaged
throughout the processThis includes the processidentification, the evaluation of strategic issues and

options and the choice of direction and resource allocatiBtrategy 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.
Understandablysome trustees assume they must closely manage or exeéciRd- @ G2 RIF & & dzLJS N.

viii
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in orderto exercise effectiveversight and to avoid potential failurdBut too much focus on the details
can risk losing sight of the big picture.

2 KAfTS AG A& OSNIFAyte (GKS 02 NRtthe Nile arkddpprisibiliyA £ A ( &
of a board to closely manage performance and related risk. Trustees arérmparand even if they are

experts, fiduciary standards require that they prudently delegate execuateren if they cannot delegate
oversight orverification. For purposes of verification, a board may reasonably rely on internal and
external audit and other third parties retained for this purpogkhis is why the board is responsible for

hiring a capable executive director and holding that perdot®O2 dzy i 6t S F2NJ GKS
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. = SNA FAOF GA2Yy Aa SYerStRRAIRt, dpgrove seBandoferstRitlas kéyl2 &
toad 2 NRQa O2yFTARSYyOS Ay YIyl3aSYSyiao

KeyConclusions / Recommendations re: Powers ReserveddB&FBoard

Ohio Code and Legislati@ersight
1 Ohio statutes governing the public retiremesytstems are leading practice in many respects w
GKS SEOSLIiA2Y 2F htgoscCcQa AyloratAiade .G2 ast
f hw{/ Qa 20SNEAIKG Aa fSFRAYy3 LINI Ol A OSimdietzi
1 Trusteeterms should be fully staggerdxy statutory enactment. Terms are currently staggere
but vacancies can cause multiple elections in a year.

Conduct the business of thmard andits committees

1 Chairs and vicehairs should be selected on merit and include appointees and allow-for re
election for continuity.Board policy presumes single terms, but permit&kection upon Board
action. Constituency emphasis may detract from the duty of loytdtgll current and future
members and beneficiaries

Develop a comprehensive stakeholder communications plan.
ht 3CQa dzaS 2F O2YYAUudSSa Aa STFSOGAGS
Consider rebalancing the committee structure to better manage workload and improve over

= =4 =2

A conprehensive and integrated mufiiear decision / event calendar for the board and each g
committees would help anticipate required board decisions and approvals.

1 The OP&F Board should link continuing education and use of advisors to the comprehensiy
calendar and efforts to continue to continually acquire / develop fiduciary expertise.

1 Transparency can be improved e.g., streagcprd,and archive board meetings dme. Board
books should be publicly available beyond interested parties.

1 While ethics policies and procedures are appropriate, compliance with ethics policies can b
improved.

NY
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KeyConclusions / Recommendations re: Powers ReserveddB&FBoard

Approve key decisions above a threshold

1 Due diligence standards / procedures need to be clarified for each key decision requiring B
approval.

Set direction then prudently delegate

1 Staff compensation is consistent with prevailing peer practices.

1 Delegations can be improved using powers reserved framework to improve clarity and reso
gaps.

1 There should be separation of responsibilities between investments and investment accoun
ensure independence.

Oversee the execution of direction within policy

T htscQa SEGSNYLIE YIylI3aSNI ¥8Sax 6KSy IbIR® dz
peers.

1 Oversight of strategy, operations, reporting and compliance can be improved through adopt
exceptionbased reporting.

T OP&F needs to establish, refine and approve performance metrics, risk tolerances and esc
processes.

1 Riskisot clearly defined. OP&F should clarify and harmonize the definition of risk consiste
with actuarial and investment definitions as an unacceptable difference between actual and
expected performance.

1 The use of subjective evaluations of impact, proligband velocity is unreliable.

Verify then trust / obtain independent audit and advice

1 Internal Audithas budgetaryand spendinguthority andshould consider outsourcing for
specialized auditand advisory support

1 1A alignment omreliability 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 staggéf®oard member termsTerms are currentlgtaggered;

but vacany provisionsneed to be updated. OP&F has pursued a permanent legislative fix for several
years ayvacanciesnid-term can cause multiple elections in a year

Delegations from the Board to thexecutive 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 Balargl 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 imgitaeed.
Board shouldepeal its current policy that precludes nefhected trustees from being elected as Board
chair, so that selection of Board leadership can be made based solely on TiriBoard should consider
policies that would provide for relection of chairs andice chairs for improved continuity, as well as a
more deliberate process for committee appointment®oard 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 availabl®P&F communications and outreach have improved greatly
over the past year, and both Trustees and stakeholder gg@xpressed satisfaction; however, OP&F
should develop its current plan ineomore comprehensive stakeholder communications plahhe 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 plar®P&F should develop a mutkar
strategic policy agenda that includes the timing of all key Board decisions expected over the next several
years.

The OP&F Board should considebalancing 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 meetinglse Boadl should revise its
policies regarding selection of committee officersThe chair should annually make committee
membership appointments, subject to approval of the full BoaWdith assistance from stafind advisors

each committee should develop atlef 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 captal outlay budget. ¢ KS 2 NBIF yAT I GA2yQa LRfAOASAT LINRPOS&4aS:
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 initiges.

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 suamegdanning process for the Executive Director; it worked
well with the recent leadership transition.

Xi
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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 dspriority for the Board and staff has strong capabilities, but limited capacities. Staff
recruitment is a growing challeng®©P&F has a structured, procedures oriented, and uniform approach
to position and performance management; however, the numberofuely definedositions should be
streamlined. Supporting HR systems are effecti@P&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 yidarsever, impending retirements
are a risk; HR has taken steps to mitigate risks from a retirement wdiRhas not regularly obtained
employee feedback on culture and job satisfaction but should do so.

Member services reports to the Board focus on voluofieapplications, 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
reportson service levels and costslany 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-seffice.

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 2015 byGallagher Benefit Servicean outside
consultant. OP&F responded to some, but not, aif the 2015 compensation recommendation&. new
compensation benchmarkingeport was recently completedby CBIZ a different compensation
consultant Thenew compensation benchmark report should be very important to OP&F.

OP&F has a strong foundation for staff development; however, several areas could be strengtH&hed.
has also commenced the practice of integrating training and development into the S2R&Ession plan.
Greater change management skills are needed at OP&F, in particusaipport of the transformational
new pension administration system being implemented.

3. Investment Policy and Oversight

The OP&F Board has chosen to hire a smatlhighly qualified iFhouse investment staff with extensive

use of external investment advisors and investment managers to invest the portfolio. No funds are
managed directly #house. OP&F is among a very small number of major institutional investbis/e
FR2LIGSR I NA&a]l LINRGE Ay@SaldyYSyild I LILINE | Oeyedr ONR a &
performance is in the top quartile (T4ercentile) among peer public pensions, and over 135 basis points
annualized performance above the pglibenchmark on an aftdee basis. The OP&F Board, Staff and

/| 2yadzg GFryiGda NB Of SINIe& (GKAy|lAy3a a2dziarARS GKS 02E

beneficiaries.

Xii
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The OP&F Board follows prevailing practices in the development af lthaistment Policy Statement

(IPS. A separate Statement of Investment Beliefs should be developed by the BderdPS isonsistent

with prevailing practice in most areaslhe IPS articulates investment implementation guidelines and
guidance regardig 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, astallocation ranges, and an affirmation of compliance with these ranges over
the past monthly periodThe external manager compliance monitoring system is prevailing practice level.

The Board is currently conducting a new addiility study andrecently lowered the expected rate of
return from 8% to 7.5%, which is still high relative to pedd®&F has a high degree of cash awareness
and attentiveness on their alternative positiom®P&F should establish a new uniform template for Board
investrent approval packets that includes a short cover page summary.

OP&F should collect all significant policetstutes,and rules within a single reference document (e.g.,
the Governance Manual) that is regularly updatddhe Board should establish a pglfor either internal
or external benchmarking of policies on a set periodic or policy by policy basis.

OP&Hs consistent witlprevailing industry practices when generating performance measurement reports
andmonitoring their external investment managershe quality of the regular board reporting should be
improved. The regular asset class reviews provided by Wilshire, Townsend and Aksia/TorreyCove
separate from the quarterly performance reporting procesprovide a greater level of detail on the
investment structure and philosophy behind the portfolio strated®ore 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 aghtthbu

The discipline of having internal investment professionals and external investment providers/employees
certify confirmation with CFA Institute standards and applicable ethics lawsprevailing industry
practice.

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

on par withpeer practices. There are a number of Board approved transition benchmarks resulting in
GLR2fAOE O0SYOKYINJag F2N 620K GKS tf ltsy OR&F ghoulda & S
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 acounts and alternative based accountdhe 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 andhe 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 applicables CQ& SE G SNY | f
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 appropriatuidelines for iwestment risk are
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appropriate and prevailing practicdhe 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 teans ia 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 ulstodian) for international securities, respectively.
Northern Trust alsprovides 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 subcustodian, has over time resulted in OP&F following ahdose strategy, with support

from other third-party providers, and minimizing services from the custody baRksvailing practice at peer

LJdzo £t AO Fdzy Ra Aa (2 € S@S NEthAckgysWts sufptz@iaht2dby dthier povidgrd Q a
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
RLIAYATFGA2Y 2F GKS adzo2LIAYIFfEd

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 unigue custodial services mobased instatute that does not lend itself to
comparison to peers with respect to coghlthough thestatutory Ohio custodial services model is a lagging
LINI OGA OS> GKS ¢ NB I inplzNg Nustady bafkiseletti®rOad oRefsfiit D@ esFISA

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 135dBstitutions describing eligible pubic depositories, 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 gloal 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 experti€R2&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 bedafed to explicitly provide for reporting on compliance review
results to the Audit Committee, in addition to the Executive Directoegal staff should consult with the
Attorney General to ensure that satisfactory expertise and processes are in plecatite 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 ¢test external legal counsel for investment and fund management
matters orengage with the Attorney General about a Memorandum of Understanding faratalizesa
process which recognizes the fiduciary duties which OP&F has in selection of and contrahticm.unsel

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 manager®&&F would benefit
from a simpler approach built upoan enterprise performance and risk management approaehich
could bebuilt on the exceptiofbased 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 repdidised upon
tolerancesapproved by the BoardOversight 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 excepg@i®&F should move the
Investment Accounting function from the Investment Officd~inance to improve segregation of duties.

OP&F financial reporting and financial statements are soBE&F procurement policies and processes
are fundamentally sound. The OP&F Finance and Accounting functapable,and the accounting
systems appeato be effective. Internal Audit appears to function well, although it may be under
resourced. Internal Audit has budgetary authorind should consideoutsourcing for specialized audits
andadvice (e.g., IT systedevelopment anatontrols)

OP&F has a substantive policy for keepieggining,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 improvemdont 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 reviethe Ariel implementation progress at least quarterly and be ag®d of any
budget or timing issues encounteredOP&F needs to evaluate its IT resource needs, considering the
balance of internal IT staff vésvis its use of external resourceand develop a resourcing plan for the next
three years

The IT organizen has made an investment in acquiring internal project management skills, supplemented
by project management consultants contracted to support the implementation of A@R&F should
expand project sponsorship of the Ariel LifeWorks project to incthéeheads of Finance and Member
Services.

IT should update its disaster recovery and business continuity plaR&F should contract with a third
party managed security service provider (MSSP) to perforrtatalay information security tasks.

The Board of Trustees should ensure its understanding of the risks to the System involved in information
technology, in pdicular, cyberattacks including ransomware.
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DetailledRecommendations
1. Board Governance and Administration

R1.1.1 Consider development ofan aspirational list of Board skillsand integrate it with a

comprehensivetrustee education poliy that A YL SYSyda GKS . 21 NRQa 2
continuing education obligations under Ohio Revised Cdsiection742.031 anddentifies
topics on which board member skills development woulde expected to promote
governance effectiveness.
R1.1.2 Formalize the Boarevaluation 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 theéOP&F trustee
training process.
R1.1.4 Consider further collaboration with other Ohio pdlz pension funds on development of
shared trustee educational offerings.
R121 [/ 2YaARSNI FR2LIiA2y 2F | F2NXIt LRtAde aSaday

parameters for delegated staff authorityand 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 Considerestablishing policy guideline parameters for greater delegation of investment
authority to the Chief Investment Officer and investment staftaking into account
succession timing considerations

R1.2.3 Develop a list of recurring decisions requiring Boaplproval 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.

R1.24 Revisei KS . 2 NRQa OdzNNXE yion-eldcidd trustzés fronkbleitg eledeB a3t dzR S &

Board chair, so that selection of Board leadership can be made based soleikila and
competencies

R1.2.5 The Board should consider a policy or informal practice that favorekection of the Board
Chair aml ChairElect for two or three consecutive ongear terms if they have satisfactory
performance, in order to provide for greater leadership continuitygoard policy presumes
single terms, but permits reelection upon Board action.

R1.26 The Board K ANR&a 2FFAOAIf RdziASa akKz2dzZ R Ay Of dzRS
of staff information requests made by trustees.

R1.27 In developing the committee membership roster, the Board Chair should balance
maintaining experienced committee membeng with some member rotation to foster
trustee development and leadership succession plannir@ge also Recommendation 1.4.8.
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R1.3.1

R1.3.2

R1.3.3

R1.41

R1.4.2

R1.4.3

R1.4.4

R1.4.5

R1.4.6

R1.4.7
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OP&F should continue to pursue legislation that provides for fully staggered Board member
terms inthe case of vacancidas order to avoid unnecessary loss of Board effectiveness due
to concurrent expiration of multiple trustee termsTerms are staggered, but vacancies can
cause several elections in a single year.

OP&F should seek legislative authority to select extal legal counsel for investment and
fund management matters or engage with the Attorney General about a Memorandum of
Understanding thatformalizesa processfor consistencyin Attorney General transitions
which recognizes the fiduciary dutiethat OP&F has in selection of and contracting with
counsel.

As OP&F develops and revises policies in response to this Report, it should collect all
significant policies,statutes, and rules within a single refeence document (e.g., the
Governance Manual) that is regularly updated and make it available to trustestaff, and
stakeholders, including on the website.

The OP&FBoardand its committeesshould 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

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.

OP&F shoulaexpand its oneyear Board calendar int@ 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 organizing its meeting agendas around the powers
reserved.

The OP&F Board shouldilize 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.

Develop apolicy that defines the procesgor prioritizing and tracking trustee requests for
information from staff or consultants/advisorand requires the Board Chair, in consultation
with the Executive Director, to prioritize, approve, and follewp on the requests

The OP&F Board shailiconsider rebalancing its committee structure by:

1 Renaming the Compensatio@ommittee, the Board Governance and Compensation
Committee.

1 Renaming the Administration and Audit Committee the Audit Committee.

9 Assigning responsibility for board governance, lnding onboarding and continuing
education, to the Board Governance and Compensation Committee.

1 Assigning responsibility for information technology to the Benefits Committee.
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R1.4.8

R1.49

R1.4.D

R1.4.11

R1.4.p

R1.5.1

R1.5.2

R1.5.3

R1.6.1

R1.62

R1.7.1
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Each committee, under the guidance of its chair, shoaldend its oneyear calendar into a
longi SN OF t SYRI NJ Ay & dzLyel Nafend@r o eisér& comngitiedNR Q &
activities support key board decisions effectively.

The Board chair should propose committee membership each year and make the
recommendation to the full Board for a vote on approval.

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 thatnew committee is implemented.

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.

With assistance from staff, each camittee should develop a list of standard questions to
ask on each key topjdor example, tis is already done in theawvestment diligencepackets
and in the memos to the Board.

Formalize development of a thregear Operating Plan from the strategiplan and
economic impact analysis to produce a mujtear, forecasted capital and expense plan for
the organization. Emphasize external influencers (e.g., projected volume of retirees) to
forecasted changes to budget drivets.e., vendor costs and stéihg. Refresh annually.

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 dhe overall capital budget.

Augment quarterly budget reports with updates of capital improvement initiatives using
stop light style formatting for reporting costsschedule and benefit realization.

The Board should require periodic reporte the appropriate Board committees on fraud
hotline use and whistleblower complaints

The Board should consider adopting:

1 A policy that contains enforcement remedies and a process to guide action by the Board
in the event of trusteemisconduct.

1 A policy establishing standard practices to ensure that trustee referrals of investment
managers or other vendors are tracked ahdndled without special treatment

1 A policy requiring disclosure and reporting of placement agent fees and implementing
SEC regulations on pag-play payments relating to public pension funds

1 A requirement that trustees, senior and investment staff mdrars, investment
managers, advisors, broketealers, 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.

Develop astandalone stakeholder communications plan that supports the StrateBlan
andinvolve 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 dear expectations of when reporting and discussions take place.

R1.8.1 OP&F should participate in administrative benchmarking withttdird-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 dvelopthe current communications plan int@ more robust communications
plan, and specifically eivelop 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
NEJdz F NJ FyR O2yaAradsSyd olaira Fa I 1Se& NBaLRy:
R1.94 Since Stakeholder expectations increasingly favod flectronic 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 systeamd do so with input
from stakeholders

R1.9.5 The ED shouldealelop 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 systenrelated messages.

2. Organizational Structure and Staffing

R2.1.1 Engagea 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 2@22024 Strategic Plarincluding
expandng success indicators to include quantitative metricand expandng 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

1 Reestablishing relationships with third party recruiters.

1 Introducing incentives folonboarding where appropriate.

91 Strengthering and expandng internship programs already in place at local colleges and
universities in key areas such as member servidegnce,and IT.

R2.1.3 Separate responsibility for investment accounting and performance reporting from within
the investment management orgamation. Consideropportunities to engagethird party,
outsourced solutions for investment accounting.

R2.14 Set specific timeline goals to complete the succession planning effort with a goal of creating
bench strength for all supervisory and critical i&-based roles within the organization
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R2.2.1

R2.2.2

R2.2.3

R2.24

R2.31

R 2.32

R2.33

R2.34

R2.4.1

R2.4.2
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including dentification ofbroad-based and individually designed skills training to close skill
gaps in identified successors.

Introduce an OP&F employee culture survey and execute it no lesguently than
biennially.

OP&F should move forward withihe Lifeworks implementation and focus on member
services improvements as well as productivity enhancements.

OP&F should participate in the CEM pension administration benchmarkingiserand
utilize the report to identify areas for member service and productivity improvements.

OP&F should develop a member satisfaction monitoring program to ensure it is identifying
any member services issues on a timely basis and effectively eslng them; if necessary,
an expert thirdparty consultant could provide assistance.

The Board, through the Benefits Committee, should receive an annual briefing on the
member services program, including progress on the Lifeworks implementatienwall as
quarterly reports on member service levels using exception reporting.

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 compearsaands
on the basis of employee longevity.

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 migoint level, which is defined as the compensation they could expect to
receive on the outside.

Consistent with other public pension plans in the peer group, examine opportunities to
enhance compensation opportunities for associates whomplete certification or formal
education milestones or for special performance recognition.

Include an analysis of performance incentive compensation for investment professionals in
CBZ benchmark review If adopted by the Board, @nsider the fdlowing structural
modifications to the compensation program:

1 Including variable compensation in the annual operating budget.

i Establishing independence in the calculation of performance from investment
management (see Section 2.1).

1 Constructing new procedwes and arithmetic formula for variable compensation which
should include multiple years of investment performance.

91 Defining clear roles and responsibilities for the Director of HRED,and Head of
Finance, theED,and the board for approving the pool anihdividual awards.

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.
Informed by the succession plan, strategic planning document, and tactical objectives,
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annual performance management plan.
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R2.4.3 Develop annual develpment 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 aevelopment
recommendations. Increase or augment staff levels as required.

3. Investment Policy and Oversight
3.1InvestmentPolicy and Procedures
R3.1.1.1 The OP&F Board shoulttvelopa Statement of Investment Beliefs (SIB).

R3.1.1.2 The OP&Hknvestment staff and consultants/managers should provide focused workshop/
education programs for all Trustees on the investment concejitsparticularregardingthe
benefits and risks of the risk parity approach adopted by OP&F.

R3.1.2.1 The IPS shoulde modified to reflect the unique liability and risk assumptions tfie OP&F
DB Plan includinga 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 eqtations for the Total Plan and each
underlying asset classncludingthe logic used to develop each dhe assumptions The
active return assumptions for each asset class should also be included and discussed in the
IPS includingseparatingbetween slort 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 repgrtsludingtransition benchmarks
when they apply.

R3.1.3.2 A supplemental policy document should be developed supporting the, I&@&ailing the
liquidity management program in place, the assumptions regarding various investment
categories and best/worst case analses 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 shoaind longterm fiscal outlook for the
PEHC Plan.

R3.1.4.1 OP&F staff should creata summarized monthly compliance report that includes lotgym
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 amongBoard members and constituents not closely involved in the
investment process.
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R3.1.6.2

R3.1.7.1

R3.1.8.1

R3.1.9.1

R3.1.9.2
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Create a Rebalancing Policies and Procedures document and reference this document in the
IPS. In this document define the various roles and responsibilities of theigginvolved in
all the parties involved with the OP&F rebalancing process

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 owgsarh
the decisions made each month.

Establish a new uniform template for Board investment approval packets that includes a
short cover page summary.

Continueto evaluateexternal systems for monitoring external manager compliance against
guidelines.

OP&F should collect all significant policiestatutes, and rules within a single reference
document (e.g., the Governance Manual) that is regularly updated and enélavailable to
trustees,staff, and stakeholders, including on the websit&ee also Recommendation 1.3.3.

The Board should establish a policy for either internal or external benchmarking of policies
on a set periodic or policy by policy basis

3.2Investmentoversight and review.

R3.2.1.1

R3.2.1.2

R3.2.1.3

R3.2.1.4

R3.2.2.1

R3.2.2.2

R3.2.2.3

OP&F should revamp the Board quarterly reporting content to include a qualitative
discussion of results versus expectations in Executive Summary foratudinga discussion
of attribution and performance highlights reviews at the Plan level.

9YKIYyOS GKS . 2FNRQa NBOSALII 2F tfly fS@St
these reviews at least annually.

Enhance quarterly OP&F Boardperting at the asset class level by including ribksed
analyses of holdings versus benchmaitkcludingliquidity analyses and forecastand draw
down analysesat each asset class level and manager level in the review quarterly.

Establish anannual ethics confirmation for all investment professionals / organizations
responsible for managing OP&F assets that details ethics expectations and requests annual
certification of compliance.

Amend broker policy and/or introducexternal manager semiannual reporting to the board
regarding trading and commission history with Oklmsed, and womenand minority-
owned brokers

Enhance investment management agreement (IMA) template to explicitly require
managers to reportoni NI RAy 3 YR O2YYAaaA 2pgity beQcriadkA (i &
provider, and to deliver semiannual list of eligible brokers and selection criteria used at
manager and list of softollar trades with accompanying rational.

On an annual basis,lace results of thirdparty Zeno trade cost analysis, with accompanying
OP&F commentary, into appendix of external manager fee report to eard.
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R3.2.2.4

R3.2.2.5

R3.2.3.1

R3.2.3.2

R3.2.4.1

R3.2.4.2

R3.2.4.3

R3.2.4.4

R3.2.6.1
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In Zeno trade cost analysis report, segregate trade cost analysis for every instance where

the OP&FB2 | NR RANBOGSR (GKS SEGSNYIft YIyl3ISNRa
against other trading in period to ensure that best execution practices were evidenced.

Seek to provide CEM with granular transaction cost data from Zeno for puddget classes
for use in future trading cost benchmark analyses.

OP&F should considencluding a brief overview of the measures of the actuarial health of
the Plan in the Wilshire quarterly reporby reporting updates common in the corporate
world including estimates of funding status, time to close the funding gagnd other
relevant top-level measures of actuarial health.

Conduct a Plan and asset class level benchmark review in the investment structure reviews
provided by Board consultanten an annual cycle.

Strengthen the language in the OP&F Investment Manager Monitoring and Evaluation
Policy to include spefic staff monitoring responsibilities for driving fee transparency and
validating external manager fees.

Add language to side letter templates encouraging General Partners to adopt ILPA
standards for reporting fees. Continue engaging an extermansultant to perform
quarterly oversight and validation of alternative investments fees while reviewing and
approving capital calls.

Erhance the annual manager fee report to the board by adding relative and absolute
performance information toeach row on the table, breaking out management fees from
performance fees, and including carried interest costs, where applicable.

Provide public support to the recent SEC proposal to standardize and improve fee
transparency for private equityand alternative investments.Monitor progress and prepare
infrastructure to adopt changes as they are codified into law.

Formalize and document the logic behind portfolio allocation and manager allocation
decisions with clearly articulated logiand goals for each portion of the portfolio against
structure benchmarks.

3.3Investmentand 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 toattract and maintain their small but highly
effective investment staff.

3.4 Custodianpolicy.

R3.4.1.1

R3.4.1.2

Seek custodial support in expanding oversight on both the quality and timeliness of external
manager operational performance. Develop and publish annaal scorecard of
operational performance of external managers and the custodians across pertinent
categories to the board.

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

R34.13 a2yAl2N) yR SyO2dzNy 3S I dzyliAy3i2y bl aGA2ylf
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 OR&duirced
investment accounting and oversight operating model and one that bundles asset
safekeeping and other (currently insourced) services at major custodial banks. laduld
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 fundsNT engages Blackrock Aladdin to ensure that its collateral pool
NEYlIAya gAGKAY htacCcQa Ay@SadavySyleybezdRsdt AySas
simply to the existing report.

R3.4.2.3 Ensure that the Amaces consulting / benchmark analysis of FX provides OP&F with an
2LIR2 NI dzyAde (G2 O2YLI NB b¢Qa LISNF2NXIFYyOS Ay ¢
managers who perform it for therselves. 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 Northefrust 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
0KS Ay@SadySyld LRtAO& ail (S YidsfipdthdvghRle @2 G NI O
a preventor of adverse selection risk).

R3.4.4.1 The Treasurer of State an@P&Fshould develop a Memorandum of Understanding that
documents current policies and procedures with respect to selection and oversight of the
custodialbanks 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 beaccomplished in one of two ways:

a. The Treasurer of State could delegate authority to t#P&FBoard; or,
b. The legislature could consider authorizing tli@P&FBoard 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 tocedosts
and complexity.

4. Legal Compliance

R4.1.1 Adopt a policy that establishes standards for periodic receipt of written assurafioen tax
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R4.4.1

R4.4.2

R4.4.3
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counselof compliance with IRC requirements

OP&F should seek legislative authority to selestternal 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 casel to serve as precedent in future Attorney
General transitions. See also Recommendation 1.3.2.

Legal staff should confer with outside transaction counsel to ensure that standard OP&F
provisions are incorporated into transaction documentation the extent possible and that
any departures are explained.

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.

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 Contrsl

R5.1.1

R5.1.2

R5.1.3
R5.1.4

R5.1.5
R5.1.6

R5.1.7

R5.1.8
R5.1.9

Adopt a Basebased definition of risk, i.e., risk is the potential for an unacceptable
difference between actual and expected performance regardless of cause.

Require the development of an integrated enterprise performance risk framework for
strategy, operations, reporting and complianceWhen such a revised risk management
policy and process is begun, and through its completion and implementation, all parties
should be trained in its purposdunctionality, and benefits.

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

Approve vital signs for vital functions and increase situational awareness throughout the
organizdion about what isvitally important.

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

Clearly establish and apprové K S . 2idk Mjp&ite for all its strategic goals as it
currently does with its asset allocation decisions.

The Board should review the vital functions and vital signs to determine its tolerances and
the expectations for the escalation of exceptionsThegoal should be tcclearly establish
tolerances for performance objectives, i.e., how much variability (positive and negatikie)
Boardis willing to accept re: actual vs. expected performance.

/' SIasS (2 NBIjdzA NB & dzo 2 S probabdit®, anal FetxStd G A Y I G Sa ¢

Conductan annual internal control environrant survey i.e., surveys of staff attitudes
toward internal controls
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R5.1.10
R5.1.11

R5.1.12

R5.2.1

R5.2.2

R5.2.3

R5.2.4

R5.2.5

R5.2.6
R5.2.7

R5.2.8

R5.2.9

R5.2.10

R5.2.11

R5.2.12
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Continue to onductat least annual riskawareness training for all staff and the Board

Developbusiness intelligenceools to provide nearreal-time dashboards to monitorkey
performance indicators.

The Executive Director should designate a 'head' of the enterprisformance risk
management process.

Adopt exceptionbased performance risk reporting more broadly across all business units
and vital functions and require timely escalation of exceptions.

Use exceptiorbased dashboards to provide a compretgve overview of performance and
trends for key metrics and reduce the volume of information presented to the board while
improving its utility and insights.

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

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

LYONBIFaS (NIXyaLl NByOe |yR | O0OSaaAroArAtAde o0& N
underlying documents) capabilities from higlevel executive summaries and exception

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

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.

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

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

describes why performance is outside t @ E LIS OG SR day 2NXIFf NI y3ISé |
response.

Require a Root Cause Analysis of all significant exceptions and identify and escalate
significant direction and policy implications.

Periodically review all regular reports with staff and ¢hBoard and identify opportunities
to improve or streamline reporting and eliminate unnecessary reports.

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

by the internal audit function to determine their rekibility especially regarding reports that
AYRAOFGS ay2NXNIfté 2N SELISOGSR LISNF2NXIFyOSo
wSIjdZANBE GKIFG 02FNR YSYOSNBRQ O2yliAydzZAy3a SRdzO!l
financial requirements, risk management, and the importance of consistent aatiable

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.

5S@St 2L) I Aquéstio@sThat@hould by RJulAry ésked 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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R5.3.3

R5.34

R5.35

R55.1

R55.2

R5.5.3
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Key performanceindicators (KPIs3hould be developed for all vitaunctions.

OP&F should move the Investment Accounting function from the Investment Office to
Finance to improve segregation of duties.

The Procurement Policy may be strengthened by eliminating the provision that allows for
verbal bids.

The Procurement Policy may be further strengthened by lowering the threshold for legal
review for contracts less than $50,000.

The Procurement process may be further strengthened by requiring prior approval of
vendors in a strictly controlld Vendor Master File, a functional contract database and
related document managing system, and an accounts payable workflow control system.

The Administration/Audit Committee (A/AQ) should develop a monitoring and compliance
calendar.

The A/ACshould consider retainingts own professional advisor to thé&/ACand the CAE in
order to:

Provide continuity to the ongoing work of the committee

Minimize disruption caused by membeurnover

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

a2yAl2NI GKS L! TFdzyOlAz2yQa | RKSNByOS G2
Provide ongoing professional input and advice to thdA function, the
Administration/Audit Committee and Board

=A =4 =4 =4 4 -8 =9

TheAdministration/Audit Committee shouldcconsiderhiring additional internal audit staff

or supplement internal staff with external resourcesyhich 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

R6.1.2

R6.2.1

The Boad of Trustees should be more involved in oversight of-rElated matters, if
necessary in executive sessiomcluding known risks such as cyberattacks (especially
ransomware) and the breaches of the privacy of member records.

OP&F needs to develom multi-year plan for the IT function that identifies all key
workstreams to be supported and whicimternal and externakesources will be responsible
for them, ensuring that overall planned resourcing is adequate.

OP&F should developstandard 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 camealyses,and a project risk
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R6.2.2

R6.2.3

R6.2.4

R6.2.5

R6.2.6

R6.3.1

R6.4.1

R6.71

R6.7.2
R6.73

R6.74

R6.8.1

R6.8.2

R6.9.1

R6.10.1
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assessment shoulthe presented to theBoard for explicit approval prior to commencing a
major initiative.

The Board should be updated on the status of major projects in four dimensions: schedule
budget benefits;andi KS LINRP 2SO0 Q& N a1 dditibdl projéctSunding, ! y &
over and above the level which has previously been approved, should be formalized.

OP&F should expand project sponsorship of the Ariel LifeWorks project to include the heads
of Finance and Member Services as the primarynbficiary of the project.

The LifeWorksAriel implementation team should recruit a pilot set of testers and early
adopters from among the population of the OP&F employ@nember, and retireeadvisory
groups. They should be kept current @roject status and timeframes for their scheduled
participation in the user acceptance testing, trainingnd workflow development tasks.

IT should ensure that it is fully capable of maintaining the Ariel system once it goes live or
engage externasupport to do so.

N.X

The PMO shouldcontinue to Sy adzNBE G KI G htscQa LINRB2SO0G Yy

adhered toby the consulting firm conducting the pension administration system migration

The Database Administrator DBA should be familiar with the database and DBMS
requirements of the Ariel system.

OP&F should document the process that will be followed to transition the new Ariel system
from development to maintenance status.

Access privilegeshouldbe reviewed and approved on a more frequent and regular basis;
once a year seems appropriate

OP&Fshouldamend its policy allowing Trustees to manage access rights.

The system development life cycle should be enhanced to address the inclusion of security,
privacy and recoverability of systems and data.

OP&Fshouldretain athird-party managed security service provider (MSSP) to perform-day

to-RF& AYTF2NNIGA2Y aSOdaNAGE GFalas SALISOAL T f &

and networks for attempted or actual misuse.

OP&F should develop its own proceduresrfcloud-based data and software recovery
should there be a disruption caused by an event other than a disaster.

OP&F should update its Business Continuity Plan to incorporate management and staff
performing their normal business functions at thelromes, accessing information systems
remotely and for mass notification through the OpenText system

ht 9 CQa t heshb@nhseRofuy should be expanded to apply to all attempted or actual
misuse of information systems.

The Board of Trustees should ensure its understanding, if necessary in executive session, of
the risks to the System involved in information techiagy, 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 theig®lconcerning 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, anideir 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 ataff 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 sufficig¢a 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 informationctumplete our assessment and
comparison to leading, prevailing and lagging practices at peer state retirement systems in the U.S.:

1 Ohio statutes and administrative rules governi@®&F including Attorney General opinions
Chapter 102 of the Ohio Reviseddépand other statutes that address conflicts of interest,
including Chapter 2921 an@42 of the Ohio Revised Code and related Administrative Code
sections within scope of the review were examined in conjunction with Board policies and
practices.

1 OP&RK) doverhance 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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1 Compliance with these statutory requiremenisgs evaluated. We also compar@P&FBoard
education activities with similar peer programs.

OP&Ra O2YYdzyAOlI GA2ya LRfAOASAE YR LI yaT
Interviews with Board members ar@P&Fexecutive staff;

FASyovernance leading policies and practices knowledgebase;

Most recent threeOP&Fannual operating budgets and financial and operating reports;

Most recent CEM pensiadministration 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.

= =4 =4 4 -8 -4 -4 -9

Overview of Governancand Administration

Although currently functioning well, here 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 protocbéatt governs the powers reservefdr the Board and
authorities delegated to the Executive Director and st&iP&F has developed position descriptions that
clearly identify staff member lines of reportipggnd KS . 2 NRQa D2 @SNY Il yoOS
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 guidaknes
considered leading practice angould be appropriate. fAese 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 higgvel issuesThe Board may want to consider timing and pacing

of any inceased 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 apgtedre quie effective in supplementing

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

to improve the training processOP&F could incorporata skillsevaluation component into the annual
Board evaluation preess 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 scleethaining to correspond with
upcoming Board meeting agenda items. OP&F could also consider additional collaboration with its Ohio
peer funds on trustee training andcorporate virtual programs into the OP&F trustee training process.

The Board should geal its current policy that precludes neselected trustees from being elected as

2
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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 g participant leadership representation is an important
consideration, it could be applied through broader balance across the Board chairelgtaiand
committee chair positions.

The Board should consider policies that would provide foretection of chairs and vice chairs for
improved continuity, as well as a more deliberate process for committee appointments.

The OP&F Board has ogear terms for officers, which is a prevailing practi@mnard policy presumes

single terms, but permits relection upon Board action.However, at many peer funds, it is common
practice to reelect officers for two or more terms in order to have better continuityhile many
committee appointments are carried over from year to year, there is also a need to balamaittee
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 devping 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 teismot fully staggered so that a large
percentage of trustees turn @ at the same timgwhich 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 Iset 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 piliasentnsel
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 rdliould 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 Syststattibery
authority to conduct board meeting remotely, under limited circumstances (H.B. 110 of tHeG&4eral
Assembly). While the General Assembly has not granted such remote authority to OP&F, OP&F may elect
to broadcast board meetings to the publidgthout any statutory action by the General Assembly. The
other four statewide retirement systems in Ohio currently broadcast their meetings to the puihbst

peer systems also maintaian 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 minutesafetde on the website, but
not public session materials.

OP&F should develop a mulfiear 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 polibgnckar, which is prevailing practice. Leading practice

is to have a multiyear calendar that considers fouwr five-year cycles of actuarial valuations and asset
liability studies, for example, and is used to ensure that committees are planning fopphhepaiate 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 effetvely, 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.

TheAdministration/Audit Committee has a very broad charter that includes Board Governance and Board
Administration The Compensation Committeeould be renamedthe Board Governance and
Compensation Committeand take on Board Governance responsibilities, e Administration and

Audit Committeecould becomehe Audit Committee Responsibility for information technologyould be
reassignedo the Benefits Committeeas they have only met a few hours annually and the new pension
administration project shoultiave 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 Inestment Committees.Recent practicehas beenfor the Board Vice Chair to be the chair of

the Administration/Audit CommitteeThe Board Chair is currently chair of three committees (Investment,
Personnel, and Governmental Affairs & Policy) and the Vicair Gb 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 Comnéiipeinted
trustees should beonsidered 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.

CommitteescurrentlyK I @S adaft2daé¢ F2NJ OSNIFAY YSYOSNRZI 2N INP
elected vs. appointed), and with the recent turnover of elected members, the committee assignments
passed from their predecessors who had their bogodition.

The Board chaishouldmeet with each trustee, particularly new trustees, and discuss their interests in
serving on various committees. Eawwly constitutedcommittee, in turn,shouldelect its chair for the

4
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upcoming year. While many appoingmts 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 standgurdstions to ask on each
key topic.

It is a leading practice for each committee to have a standard checklist of questions to agkmérian
Institute of Certified Public Accountanf&ICPA 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 &Pis considered effective from both a controls and
execution perspectivethe 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 amutdit detail in accordance with

the Ohio Revised Code. Each year, OP&F develops three distinct budget delivedblagotal plan

asset budget; (2) an administrative operating budget; and (3) a capital outlay buUdg&F pblishes an
annual Econome 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 initiativesAt present, only the OP&F capitaldget contains a forwartboking, three

year forecast, and quantitative operational targets have yet to be developed in support of the strategies
in the strategic plan.

¢KS 2NEHFYATFGA2yQa LRfAOASAI LINR OSAa Deratedwithin 2 O3S N& A
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 BAaydiransfer
request that is greater than $50,000 requires board approvBkery operating line item is reviewed by
the staff prior to the board quarterly reviewdowever, he Board shouldincrease itfocuson the risks
and projected cost of the missiearritical, $24.6n pension administration system projecthe project
representsnearly90% of the projected capital budget forecast from 22224,

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 #ygpropriate 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 regulatiom payto-play payments relating to public
pension funds; and a requirement that trustees, senior and investment staff members, investment
managers, advisors, brokéealers, consultants, outside counsel and other professional service providers
provide an annual certification of compliance with OP&F ethical standards.

5
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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 harmoasipwand 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 segregatiodufes 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 tadravith 5 Strategic GoalsThese strategic goals are
supported by strategies and success indicators that ma&suhcession plan a useful tool for goal setting
and accountability of the ED to the Board and for those accountable to the ED for implerosntéttiin
departments. It does not appear that input from kesfakeholdergroups was soliciteih the development

of this current plan.

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

Thereare 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-painiycfirm

such as CEM Benchmarking to develop a more gramrderstanding 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 group expressed satisfactionhowever, OP&Fshould 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 esmetéhroughout

the organization and by the TrusteesThe current communications plan is directed to members,
legislators and employersThe Communications Director and ED work with legislative counsel as well as
a general communications consultant. Thagislative 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 groupgould like moregproactive communicatiormore outreachand 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 kejssues and status of their retirement system.
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Powers Reserved
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Board. As context, the Powers Reserved are described here.

In the Ohio code, therera 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 pxyt

Verify then trust and obtain independent audit and advice as needed.

= =4 =4 4
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Conduct
Business

Set/ Oversee
Delegate Execution

Verify
then trust

A power reserved is a decision or an authority that can only be exercised by a specific daaistonThis
could include the State of Ohio, the OP&F Board, and/or management.

Examples of each power reserved include:

1 Conduct thebusiness of théboard and its committeesagenda setting; forming committees;
developingupdatingcharters; selection, goal setting, and evaluation of the chief executive officer
and chief auditor; selection and evaluation of independent advisors; trustee onboarding /
continuing education; board se#fvaluation / development

1 Approve key decisions ae a thresholdstrategic plan; capital budgets; operating budgets;
financial statements; actuarial assumptions; major projects; major contracts.

9 Setdirection and policy and then prudently delegameestment beliefs; strategic asset allocation;
key poicies; risk tolerance; delegations to the executive director; delegations to third parties;
escalation criteria for reporting to the board.

1 Oversee the execution of direction within polioyceive and review reports from staff and
advisors; conduct period functional and program reviews; ensure performance is within
acceptable ranges.

9 Verify then trust and obtain independent audit and advice as neaxtgdin periodic assurances
from the executive director and staff; obtain reassurance from internal aabigin independent
reassurance from thirgharty advisors; charter independent investigations, as necessatry.

Ay
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1.1 Trustee Education
Board trustee education, training, and their associated costs
Expectations

An effective public retirement systeboard education program should be designed to address the variety
of needs found in a group of trustees with diverse backgrounds and experie@Goesistent education

and exposure to pension industry practices is an essential part of equipping trusteddlteir 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.

TrusteeOn-boarding

At most refrement systems, onboarding is typically a dime event(2c K2 dzZNE O 2F aYSSaG |y
a review of a thick policy manual without much context. However, legal duties of trustees apply from day

one. New trustees have immediate, individual learniegads that may require more than traditional
onboarding, even if it is supplemented with external conferences. Most trustees describe the process of

f SENYyAY3 o6lFarda 2F GKSANI NRBES a 28SNBKSEYAyYy3d |yR
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continuing education program. That positions training within a patsdeted,and customized process
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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 dutiesi.J2 4 SNB NBaASNIBBSR F2NJ 40KS . 2FNR FyR LR2SSNA R
plan design and rules; the retirement system organization and staff; Board and committee structure and
operations; ethics and standards of conduct; Board policies; kiyreal service providers).

The onboarding process should also utilize materials from the core continuing education program, as
FLIINBLINRF 0SS G2 FRRNBXaa |y AYRAGARdAzZ t ySé (GNHzAGSS
own skill sets andat all trustees will always need the same training.

In recognition of the wide range of learning needs that most new trusteebavi#, theBoard might want

to consider a more significant number of required hours for training in the initial year, onatieely the

FANBG G662 @SINAO® I f2y3SNI 2y062FNRAY3I LINRPOS&aa 02c
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 reight; 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 periodicNS F NS & KSNE (GNIAyAy3 SOSNE &
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 0 typically includes osite training by key service providers, such as the

actuary and investment consultants, as well as expert internal staff. For example, sessions which review
GKS NRfS FyR OKIF NI OGSNARa&GA Oa orapotehtinl Oy adset @aSsiicoudlf I a &4
be scheduled prior to deliberations on updating the asset allocation. The timing of specific education
O2dzf R 6S aO0OKSRdzZ SR 2y (GKS . 2IFNRQa |yydzt OIFfSyRIN
throughoutthe year.
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could choose to meet relevant individual interests or address skill gap (for example, perhaps proxy voting,
corporate governance or ESG investmpractices). 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 investmalated offeringgo help trustees

cope with the changing and increasing complexities of modern institutional portfolios. Trustee education
daK2dz R 2FFSN) 2LILIRNIdzyaAidiArsSa (42 SyKFIyOS dzyRSNEGI yI
governance policies,and programs. He 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
participationand 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 prograrisis 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 Optins / 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. Mentoringwith 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 eviolg practices:

a. Internally delivereceducation sessions incorporated into meeting agendas

Annual retreats or special meetings that feature education

External, iperson conferences

Staff, service provider arttiird-party presenters

External virtual confenmgces

Online training

~®Qoo0oT
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Trustee Education Standard§Comparisorand Findings

Trustee Educatiorstandards of Comparison | Findings

There is a formal education policy and program which specifies minimurr] Yes

requirements.

There is an onboarding process faw trustees that is effective in building Partial

core trustee competencies over the first ot@two years.

There is aeasonableBoard continuing education budget. Yes

Training is individualized and there is an individual training plan for each No

trustee.

Trustees meet their orientation and continuing education requirements. Yes

Trustee educatiooversmostkey topics Fiduciary responsibilities; Yes

Investments; Ethics; Pensio¢ealth CargActuarial principles.

Training is linked with Bod selfassessment 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 orientationcantinuing
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 arengesig address issues that

will be coming to the Board for discussio@ver the past two years @/IDhas precluded use of retreats,
which are typically used for more-@repth discussions.

Prior to @VID some OP&F trustees participated in conferences offerethbyNational Conference on
Public Employee Retirement SystemCPERSand other providers. This practice hasrecently
resumed Trustees provide a verbal report to the Board after attending emrices 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 inc@fgoa skills evaluation component into the annual
Board evaluation proces3.he process could cover both the aggregate skill levels of the Board as a whole,
as well as areas where individual trustees would benefit from trainirigfocus the process, @F might
choose to develop a comprehensive list of subject matters for which trustee familiarity would be
advantageous.

TheCOVILxrisis has resulted in greater use of virtual education programs throughout the business and
investment communities OP&F sbuld consider whether there are opportunities to efficiently improve

10
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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 develbpéth the other Ohio public pension funds pursuant
to Ohio Revised Codgectionl71.50 might also be considered where there are shared training needs.

Recommendations for Improvement

R1.1.1 Consider development ofan aspirational list of Board skillsand integrate it with a
comprehensivetrustee education poliy that A YL SYSyGa GKS . 21 NRQa
continuing education obligations under Ohio Revised Cdslection742.031 anddentifies
topics on which board member skills developmentowld 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.

R1.14 Consider further collaboration with other Ohio pulz pension funds on development of
shared trustee educational offerings.

11
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1.2 Lines of Reporting and Responsibility

WhetherOP&Fsufficiently 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 thdoard 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 whicrDP&Foperates 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 authéoit investments and
pension administration and delegatepecified powers and responsibilities to external service providers
and to staff through the CEQrhirty-eight of the largest sixtjive, or 584 of state public pension funds

in the U.S. utilizahis structure. In our comparisons to peer funds, we consider other state public
retirement systems with a similar structure.

For the largest fundseading practice is for public pension board®toadlydelegate external investment
manager selectionas well as authority to manage selected internal investment portfolios, to an
appropriately skilled and resourced investment stafnly 35% of fundsvith a similarlevel of Assets

Under Managemenas OP&F delegate manager selectidtiowever this percatage has been increasing

over the past decade as portfolios have gotten more complex and internal staffs have developed more
capabilities.

.FaSR dzZll2y Cdzyaidz2y ! ROA&a2NE { SNIA OS-inéhagdtistats | NO K
retirement funds (excldes 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:

{eaidva a
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¥ Note: was 8% 10 years ago

Delegation of investment manageelectionallowsthe board, whichtypicallyhas limited time available

for oversight of the retirement system, to spend sufficient time on the oversight of the overall investment
strategy and othecritical governance matts. It also moves investment management decisioaking
responsibility into the hands of fuime investment professionals who have both the skills and time to
adequately assess investment opportunities.

12
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In order for a public pension board of truste@saontinue 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 indepe(elgntaudil 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 inv@1S & F2NXIFf AT FGA2y 2F GKS .21 NRQad LR SSNAEZ
and lines of reporting. This involves organization of governance roles and responsibilities into the
following categories as described in the overview to this sectiorhefreport:

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

9 Verify then trust and obtain independent audibd advice as needed.

= =4 =4 =4

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 amka calendar to ensure items are not overlooked and issues are
properly sequenced.

In addition, public retirement systeteadership responsibilities typically lie primarily with the board chair
and vice chair, board committee chairs, and the executivectbre It is the responsibility of this
leadership group to insist on maintaining good trustee and senior executive conduct,draseglicable
legal standards, established policies and effective governance practices, all of whichualtg collected

in a Governance Policy Manual.

TheBoardchair 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. h@SNBRSS (KS aSdidAay3a 2 TFandproBtesi e aiSYQa adNFdS3IAO0
Oversee board communicationgnformation requestsand collaboration with the executive
director.
Ensure the board receives adequate and appropriate materials in a timely fashion.
Monitor boardperformanceand counsel board members.
Appoint and rotate terms of committee membeasd oversee board/committee coordination
Act in coordination with the executive director as spokesperson for the board and as an
ambassador to stakeholders.

w

N o gk

The vicechair, whether ér the full board or a committee, acts as chair in absence of the chair.

1. The vicechair may lead selected board initiatives, at the discretion of the chair.
2. When serving as chadlect, the vicechair prepares to eventually take on the role of chair.
3. The \ce-chair can provide balancddadershiprepresentationacross participant groups

13
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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 bygtwernor,or an ex officio member is the
standing chair.When the board elects its chajprevailing practice is foall trusteesto be eligible for
nomination and election ashairor vicechair/chairelect

Lines of Reporting andesponsibility Standarag Comparisorand Findings

Overall Governance Framework

Overall Governance Standards of Comparison | Findings
The powers reserved for the board and authority delegated to staff are cl Partial
defined.
Each decision thatquires board approval is identified and recurring Partial

approvals are included in the board decision calendar.

Each board decision has defined decision due diligence standards that id No
preparation and information requirements necessary to meetiaoapproval.

Governance Roles and Responsibilities

Governance Roles and Responsibilitiesndards of Comparison Findings
Regular rotation of board and committee leadership to facilitate trustee Partial
development and leadership successmanning.

The election of the vice chair takes succession planning into account; wh Yes
practical, the vicechair should succeed the chair.

All trustees are eligible to be elected and considered as candidates as Bq No
chair.

The boardand committee chairs ensure formal and respectful behavior frg Yes

trustees to each other, to staff, and to advisors.

The executive director and executive team (deputies) ensure that all Yes
interactions between staff and board members and between staff and
external consultants/advisors are respectful and collegial.

The executive director is responsible for maintaining board minutes and Yes
documentation in a searchable and accessible manner.

There is a board policy that requires substantive requiEstamformation No
from board members to go through the board chair and executive directo
be prioritized and tracked for followp.

When the board approves a significant change program, oversight Partial
responsibilities are assigned to trustees and staffarsultants/advisors for
implementation; the plan includes associated target completion dates an
approved resources, as required.
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Conclusions
Powers Reserved and Delegated

OP&F has not established a formal protocol that governs the poreservedfor the Board andalso
specifiesauthorities delegated to the Executive Director and serpic®viders. 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.
¢ KS . 2 NR Qe Mailual @§dishes Epectations that the trustees observe the separate
governance roles that the Board and staff play. However, it doeslaatly articulate thegpowers that

are reserved for the Board and those that are delegatedr does it organiz8oard duties, meeting
agendas and governance practices accordingly. The Board appears to be well positioned to adopt leading
governance practices that apply the powers reserved framewo8ee the detailed discussi@mnd
recommendationgn 1.4.

Although ot yet prevailing practice for funds the scalecohortof OP&FBoard delegation of investment
approval authority to the Chief Investment Officer / investment staff under specified guideline limits
would be appropriate. The fiduciary duty of prudence eaurages 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 delegat

are prucently selected, given an appropriate mandate and adequately monitored. The Board has
consistently implemented its duties regarding prudent delegatiblowever, greater attention to Board
oversight of delegations relating to critical and costly IT infue$tire changes may be meritedSee
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 committeenda time to focus on strategic and other highel 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 appeatsauthority 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 mansisiens 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 cyear terms forofficers, which is a prevailing practice. The Board Vice Chair is
considered the Chatlect 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 policydhonly 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 participaradirship representation is an important
consideration, it could be applied through broader balance across the Board chairelgtaiand
committee chair positions.
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While many committee appointments are carried over from year to year, there isaalsed to balance
committee experience continuity with changing committee appointments as a means of trustee
development and leadership succession plannifige Board Chair should confer with trustees annually
and make good faith attempts to strike this balanehen developing committee assignmentSommittee
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. Oneloé tasks often associated with that role is for the chair to oversee
trustee requests of staff (made through and tracked by the Executive Diredlioig .ensures that requests

are appropriate to Board business, that information is shared with all trsstéleat unnecessary
duplication and workload are not generated and, if necessary, that work on requests is prioritized by
AYLRNIFYOS YR GAYStAYySaao ht g3C O2dzZ R F2NXIf AT S

Recommendations for Improvesnt
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parameters for delegated staff authoritand lines of reporting with associated changes in
the content and format of related meeting materials to improvBoard efficiency and
effectiveness. See also Recommendation 1.4.4.

R1.2.2 Consider establishingolicy guideline parameters for greater delegation of investment
authority to the Chief Investment Officer and investment staftaking 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 thgoard before it is brought for approval.

R1.24 Revisei KS . 2 NRQa OdzNNE y (-eldcidd trustzés fronkbleitg eledeB a3t dzR S &
Board chair, so that selection of Board leadership can be made based soleikila and
competencies

R1.25 The Board should consider a policy or informal practice that favorsetection of the Board
Chair and ChaiElect for two or three consecutive ongear terms if they have satisfactory
performance, in order to provide for greater leadership continuitygoard policy presumes
single terms, but permits reelection upon Board action.

R1.26 ¢tKS . 2FNR / KFANR&E 2FFAOAIE RdziASa akKz2dZ R AyO
of staff information requests made by trustees.

R1.27 In developing the comnitee membership roster, the Board Chair should balance
maintaining experienced committee membership with some member rotation to foster
trustee development and leadership succession plannif@ge also Recommendation 1.4.8.
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1.3 Statutes andAdministrative Rules

The statutes and administrative rules under whHitlR&Foperates 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 @staff to meet their responsibilities.

Expectations an&tandardsof Comparison

The Ohio Statutes establish legal requirements that gov@R&Fand the Board. In turn, the Board
interprets and implements those laws through creation of Administrative Code provisions and policies.
OP&Fpractices were evaluated in the context of those legal obligations.

Conclusions

The primary statutory requireemts 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 obligaticayspeas to be

satisfactory.

Applicable Statutes and Rule

Compliance

Sufficiency

General The Board shall adopt policie] The Board has adopted a Satisfactory
Governance | for the operation of the governance manual,
system, investment of funds, | investment policy statement
reporting and use of Ohio and other policies that address
based, womenandminority- | these topics.
owned firms. RC § 742.11
Travel The Board shall adopt rules | The Board adopted Rule 742 | Satisfactory
Reimbursem | regarding travel and travel 16-01 with respect to Board
ent Rules expenses of trustees and member travel. In addition,
employees and submit the OP&F has included the Board
proposed policy to the ORSC| Travel and Expense Policy in
for review RC § 742.102 the Boad Governance Manual
and has a staff Business
Expense Reimbursement
Policy.
Budget The Board must submit to thg OP&F has adopted the policiey Satisfactory
Process ORS@ proposed operating | and pracedures necessary to
budget for the next comply with this requirement.
immediate fiscal yearRC §
742.11
Ethics Policy | The board must develop an | The Board has adopted an Satisfactory.
ethics policy governing board| ethics policy and included it in
members and employees and the Governance Manual).
submit this policy to the Ohio| OP&F trustees and staff are
ethics commission for review| provided with onboarding and
and approval. OP&F must | annual ethics trainingStaff is
also provide periodic ethics | informed of the process for
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Applicable Statutes and Rule

training to trustees and staff,
which includes procedures ffo
filing ethics complaintsRC §
742.103

Compliance

filing ethics complaints as part
of training.

Sufficiency

Other Other reports that OP&F is | OP&F has been filing these Satisfactory.
Submissions | required to supmit to the reports.
to the ORSC | ORSC include annual audits,
employer disability
experience and actuarial and
fundingreports. RC 88§
742.103, 742.381 and 742.14
Board Chair | The Boardnust elect a The Board elects a chand Satisfactory.
Elections and| chairperson and a viee vice chair annually and is
Hiring of chairperson and must employ authorized to employCIO,
Personnel and pay personnel, including| Executive Director and other
Chief Financial Officer, to personnelto operate the
operate the system and to system. A compensation plan
fulfill the Board's duties and | is in place.
responsibilities RC 88 742.07
742.10 and 742.11
DROP Plan | OP&F is required to establis OP&F has established a DROJ| Satisfactory
a Deferred Retirement Optior] and created Adim Code Ch.
Plan and do athings 742-4 to govern it.
necessary to meet IRS tax
regulation requirements RC §
742.43
Board Candidates with contributios | OP&F adopted Rule 742-2-01, Satisfactory
Elections, or expenditures must file in consultation with the
Campaign itemized campaign finance | Secretary of State, to govern
Finance statements with the secretary| elections along with the
Statements, | of state The Code establishe| provisions of ORC8§ 742.04%,
Statutory the election process and 742.05. The rules provide for
Prohibitions | specifies prohibited campaigr| contracting with an
activities RC 88 742.04@ independent elections
742.05 administrator to run the
election and resolve challenge
subject to audit by the
Secretay of State
Board Not later than ninety days The Board receives training Satisfactory but see Sectio
Training after commencing service as| conducted by OP&F staff and | 1 of this Report for

board member, new member
must complete the
orientation program
component of the Board
member education program.
RC § 742.031

Each Board member who hag

service providers, through the
combined education progra,
and selfguided training,
including via industry
conference attendance.

improvement
recommendations.
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Applicable Statutes and Rule

Compliance

Sufficiency

served a year or longer must

at least twie a year, attend

program(s) that are part of

the continuing education

component of the retirement

Board member education

program. RC § 171.50
Audit TheOP&F Boardhall appoint | This is substantially addressed Satisfactory.
Committee; | a committee to overse the in the CommitteePrinciples
Selection of | selection of an internal Policy and the Audit Committe
Internal auditor. The committee shall | Charter
Auditor select one or more persons

for employment as an interna

auditor. TheBoard shall

employ the person or person;

selected by the committee.

The committee shall consist g

the following board memeérs:

one retirant member, one

employee member, and one

other member The

committee shall annually

prepare and submit to the

ORSG@ report of its actions

during the preceding yearRC

§742.105
Investment The Board is required to The CIO has decades of Satisfactory.
Officer designate a person who is a | experience and a successful

licensed state retirement track record. The various OP&

system investment officer to | investment, risk management,

establish policies and due diligence, human

procedures and otherwise resources, budgeting

discharge duties of the CIO, § compensation, procurement,

well as supervise, monitor an| legal, audit and other policies

evaluate implementation RC | and practices provide a

§742.104 comprehensive structure for

implementation of these
duties.

Misuse of ¢KS / LhQ&a Rdzi| OP&F has a separate Satisfactory
Material establishment of policies and| personnel policy that addresse
Non-Public procedures reasonably and prohibits insider trading
Information | designed to prevent Fund with material nonpublic

employees from misusing information.

material, nonpublic

information, and related

securities laws. RC § 742.10
Actuarial OP&F is required to have the| Required OP&F actuarial Satisfactory.
Valuations Actuary conduct various valuations and studies during
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Applicable Statutes and Rule Compliance Sufficiency
valuations and reportsRC § | the audit period were
742.14 conducted.
Group Health| The Board is authorized to | The Board establishefidmin. | Satisfactory
Insurance provide group health Code742-7-11 to govern the
insurance and enact Rules to| insurance program.
govern it RC §42.45 ORF
has established an insurance
stipend benefit for retirees
and disabled members.
Prohibited Unless an exception applies, | This is addressed in the Satisfactory
Business OP&F fiduciaries are standard transaction legal
Transactions | prohibited from allowing the | documents, through
/ Restrictions | Fund to engage in a representations on compliance
on transaction with a related with ORF laws and ethical
Fiduciaries party. standards In addition, annual
RC § 742.112 personal financial transaction
reports filed by the Board and
investment staff are reviewed
by the Internal Audit Executive
Disclosures | OP&F is required teeport In addition to the explicit Satisfactory
to Ethics annually to the Ethics statutory provisions, investment
Commission | Commission on any finders o] transaction documentation
placement agent fee contains a certification that no
payments made by or to the | suchfees are being paid.
fund. RC § 742.115

The expiration of OP&F board membfarur-yearterms are not fully staggeredThere has also been
unexpected turnover with trustees resigning before the end of their tanhichfurther impactssmooth
transitions. For example, on the current nifgerson Board, four terms expire in 2023 and the other five

in 2024. Some of the trustees presumably will be-akected or reappointed, butthere has been
significant turnoverover the pastthree years, withsix new trusteessince 2019, includingthree new
trustees in2021 alone.Whena large percentage of trustees turn over at the same tithere can bea

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
membersrelatively evenly ovetime. Weunderstand that OP&F is pursuing legislation that would adopt
this approach.

Ohio Revised Codeectiorr42.09, 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 legeelowAlthough 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 ofa qualified outside counsel pool approved by the attorney general, with competitive
selections between experienced pool firms cantkd by the fiduciary).

While not a current problem for OP&F, this has potential to result in forced selection of cobasdbes

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
f I NHS &adzvya 27 LJo Adidf@uredbngeins, SitheYthel &gilature should allow OP&F to
select and contract with its own counsel on investment and fund management mattetise Attorney
General and OP&F should enter into a Memorandum of Understanding that delegatesutharity to

OP&F.

In addition, OP&F does not have authority to select its custodial bank and contract for custodial services
That is a seriousiisalignmentofi KS . 2 NRQ&a NBalLRyaAroAtAGASa FyR AG3
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 ®&oard 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 consistencytioriey
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 updateand make it available to trusteestaff, 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 resarced, with appropriate ifhouse 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 Meetingsand 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 documemi® 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 directa ED) primarily. In the case of committees, the committee chair and appropriate
a0FTF tAFLAA2Yy O2ftfl 062N 4GS G2 asSi GKS F3ISyRIFIET 2F0GS
staff liaison.

The board chair and ED collaborate on agenda sediiaigshould be in regular contact between meetings.

The ED has the primary responsibility to draft an agenda that is organized in a standard format around
0KS at2¢gSNAR wSASNBSR T2NJ 0KS . 2FNRé FyR Aa O22NRA
Individualboard 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 evaluatiomdlssdfassessment) third, and oversight (e.g.,

familiarity with due diligence processes, performance monitoring) items last. The majority of the agenda
AGSYa akKz2dZ R 0S F20dzaSR 2y RSOA&A2Y & o0aaSihis 2N al
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 stiasegis and policies
and effective delegations and does not get bogged down in excessive monitoringtofday investment
performance and operations. See sectmB Appropriateness of Repofty more details. In addition,

the board has an effectivearce of independent reassurance that indicates they can rely on management
reports and the system of controls. See sectoh Sufficiency of Internal and External Audit Procedures
for more details.

As they arise, legislative updates are typically dised 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 provitiay fac
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 agendam 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 quicklatsthéhboard 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. Typadly, items may be removed from the consent agenda and moved to the regular
calendar at the request of any trustedttention to Open Meetings Act compliance must be included in
design and use of consent agendas.

Peer system boards typically meet eithgp@oximately D-12 times annually or-6 times. There is no
singularly consistent peer practice. With increasing delegation to staff, however, there haa treed

over the st decade for some boards thaad beenmeeting monthly to meet less frequdgt 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 (andnsetimes more often on an hoc basis when needed to
consider an investment into a tirdamited opportunity).

It is prevailing practice for thedardto conduct periodic retreats for more idepth discussiontypically

at least once annually. Topics adsked at retreats often include: asset/liability management and/or
asset allocation; strategic planning and lelegm agenda setting; investment program reviews; project
reviews (e.g., IT, facilities, etc.) or other program reviews (e.g., health careanesuiongierm 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 dire@port 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 decisiodspaoviding 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 itommittee 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 imgetof which he or she was a
member, versus 43 hours annually in full board meetings.
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Committee Meetings

WellkFdzy OGA2yAy3a 02FNR O2YYAGGSSa Oy aixayAFaoOrydate
committee should have a strategic focas,defined by its charter, and must be able to exercise important
oversight functions. Insight is essential to both effective direetsatting and oversight.

Committees are empowered to research issues and options, obtain the advice and recommenadftions
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 resgualises by:

1 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 futloard on direction and policy.

f  More thoroughly reviewingunderstandingl Yy R OKI f t Sy3Ay3a aidl ¥ FyR 02
that underpins recommendations for decisions that require board approval.

9 Overseeing those aspects of system performance withigirthespective mandates, better
understanding and interpreting the key metrics associated with their scope and identifying and
escalating exceptions to the full board.

1 Completing much of the work of the board for those activities that the board must coritdad,
for example, thegoal settingand performance evaluation of the executive director, providing
feedback to board consultants, conducting the board-asfessment, etc. All these, of course,
are reported out to the full board.

1 Finally, ensuringnformation 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. Tdmmmittee 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 magur overa longer cycle or may tie to&b-
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, recommemagtand 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 shaletagenda 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 issudsictvis 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 oir the
consultants/advisors and stafit KS dzaS 2F OKSO{lfAada FyR aljdzSaiAizya
helpful as thought starters. For example, the American Institute of Certified Public Accountants (AICPA),

AY GKSANI ONAST awa WEANI L VARINY IV 2 YIYdRRAE Se 2 2% aA RSNI
Questions for Audit Committees. The AICPA also offers additional toolkits to aid audit committee
effectiveness.

Committee Structure

Every committee should have a wdkfined purpose andlearly articulatedesponsibilities for advising
the board on strategy and decisignaking; providing ongoing oversight and obtaining independent
NEIaadzaNI yOS 2y GKS STFSOGAPSySaa 2F Oz2yidaNRfa FyR

It is typical forthe 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 ety appointed
committee to elect its own chair and vice chair at thastfimeeting.

The committee structure should be aligned with the system functions and organization structure to
facilitate:
w 9FFSOGADS O2YLINBKSyargS 2@SNERAIKG 2F GKS aeal
pension administration, health care, fingial management, etc.), and

w Consistent and constructive committd®ard, committeestaff, and committeeconsultant
interaction.

Boards of state retirement systems typically have no more thansanding committees. The most
common standing committees araudit (often including Risk) and Investment. Nearly all large integrated
public funds have these two committees. The next most prevaemPersonnel and Compensation;
Board Governance; Finance and Administration; Actuarial and Benefits; and AppdalBisability
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 whoseue 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 pessibilities, 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 abeeitoHive members per

25



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

committee (with an odd nhumber to avoid tie votes), with the Investment committee having potentially up

02 aSOSYy YSYOSNE® a/2YYAGGSSa 2F GKS gK2fSé¢ LINROJ.
of appointing a committeea 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 expartisening).

CommitteeMeeting 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 meekstBnes per year, based upon annual
audting 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 chexid balances in place, it may only meeb 4
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 fiorcand 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 thiatig¢hef 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 somewhalifferent 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 theahdd@umentation and

legal requirements. Legal staff guide the process and compliance with legal standards unique to the
aeadsSy IyR aidlidSQa IRYAYAAUNr GADPS LINPOSRdAzZNBa NBIj dz
In some states, if a settlement is not reached the appeal will again ggudge for resolution. In other
adlriSaz GKS aeaidtsSyQa TFTARAOAINE 062FNR KIFa FAyLFf 2dz
a morefrequent board approval activity at systems where the board is involved. Although this process
canvary 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 ddimes annually; if not, the
committee should be a candidate for consolidation into another committee.
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Governance Standarad Comparisorand Findings

Board Authorities

Board AuthoritiesStandards of Comparison | Findings

The Board has thauthority to manage fund assets, without restrictions (e. Yes
legal lists), and for setting the assumed rate of return (discount rate).

The statutes do not place undue restrictions on the board regarding its ar Yes
budget or ability to hire staff, asacessary for the effective operation of the
retirement system.

The current statutes do not unduly restrict the ability of the board to Yes
appropriately compensate its staff.

The board is not impeded by state statute with respect to procurement of Yes
goods and services necessary to effectively operate the retirement syster

The board has full authority to select and oversee the relationship with th Partial

key service providers including the custodial bank.

BoardMeetings andOperations

Board Meetings and OperationStandards of Comparison Findings

Public sessions of board meetings are live streamed on the internet and No
recordings are available on the system website.

Public Board meeting materials are maaisilable on the system website No
when they are initially distributed to trustees.

The board has developed a mufear strategic policy agenda that identifies Partial
the expected timing of key policy decisions (e.g., alability management
decisions, key procurement decisions, major policy reviews).

The Board formally delegates appropriate topics to each committee, staff No
consultants annually and sets target dates for bringing key policy items tq
Board for approval.

Detaled board due diligence work and ongoing oversight are delegated t( No
appropriate committees, with final approval and enterprig@e items
reserved for the full board.

There is a systematic process for engaging the board and its committees Yes
identifying and evaluating policy options before a decision is made.

The board spends significant time discussing strategic issues and policie Yes
effective delegations and does not get bogged down in excessive monito
of dayto-day investment performace and operations.

Meeting agendas are organized and prioritized according to Powers Res No
for the Board: first conduct Board business (e.g., call to order, roll call,
minutes approval); then policy items; then recurring approvals; and then
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Board Meetings and OperationStandards of Comparison Findings

oversidt (e.g., monitoring) items last.

Consent agendas are used effectively to handle routine board approvals. No

The board conducts periodic retreats for moredi@pth discussion on key Yes
topics, conducting board sedfvaluations and executivdirector evaluations,
and trustee education.

There is a formal policy and process that requires substantive requests f¢ Partial
information from board members to go through the board chair and
executive director to be prioritized and tracked for follayw.

Committees
Committees Standards of Comparison Findings
Committees conduct due diligence on strategy and policy decisions withi Yes

scope of their charter.

Committees function as an important oversight mechanism for the board Yes
bringappropriate policy and performance issues for the full board to addr

Each committee reviews and approves its annual agenda for recommeng No
to and approval by the board.

Each committee chair provides a report to the board at the next reyular Yes
A0KSRdzZ SR 62FNR YSSGAy3a (2 dzJR}I
activities, findings, and recommendations.

Each committee has a checklist of key questions for members to ask on No

various topics.

Committees are weltructured, each with atrategic focus and wetlefined Yes
charter.

The board chair, in consultation with each trustee, selects and appoints No

committee members, with the approval of the entire board.

Each standing committee has a reasonably balanaattload,and the Yes
committee meets with a regular cadence and does not have long periods
when the committee is not required to meet.

About half peer systems have a requirement for at least one membigreof Yes
Investment Committee to have specific expertise or experience.

The Audit Committee typically meetftimes per year, based upon annual Yes
auditing activities and responsibilities, with meetings lasting 0.5 to 2 hour

If a board has a committee to hear disability and retirement appeals, the Yes
policies,and processes for this function result in a limited number of case
that rely on trustee judgement for adjudication.
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Board Authorities
Conclusions
Compared to other L. state integrated retirement systems, tG@&FBoard:

1 Is typical, with 9 voting trustees compared with a median of 10 members
9 Has more elected and fewer appointed members
1 Has about the average number of plan members as trustees

The OP&FBoard of Trusteg 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 IfiGeer benchmarking data, as shown in the tableobelthe
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? External External Outside Legal
(N=9) Actuary Auditor Counsel
Board of Trustees 8 4 2
Executive Director / CEO 1 1 3
Treasurer olComptroller 1

Attorney General 4

State Auditor 3

Source: Funston Advisory Service InGGResearch

OP&Fis in a small minority of U.S. states (lowa, Ohio, Pennsylvania, Tennessee) byhstatute the
State Treasurer selects the custodial bank for the state retirement system DB plans, which is considered
a lagging practiceThis is addressed in more di¢ia section3.4 Custodian Policy

OP&PMpurchasing exceptions and limitations-giwvis standard state policies are consistent with most peer
funds

Recommendations for Improvement

See R1.3.2
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Board Meetingsand Operations
Conclusions

OP&Foffered access to an audio feedth public sessions of its board meetings through their website
during the COVID pandemicDuring this same period, emergency legislation allowed for temo
participation by trustees.The emergency legislation has lagseand OP&F has returned to-frerson
meetings. They concurrently stopped providing the audio feed to the putWe understand the General
Assembly granted the State Teachers Retirement System the statutory authority to conduct board
meeting remotely, nder limited circumstances (H.B. 110 of the 134th General Assem@ijle 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 Assenilitg. 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 listriErested 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 material$revailing practice is for Board and committee meetinglseigin 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 $penthan
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 aracluded, 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 | What is the average duration o Total FullBoard
your Board met annually as a| a regular full Boardneeting, in | Meeting Hours Per

full Board? hours? Year
Hours by
Meetings/Year| Responses Response Average
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
89 | | Y 30.3
OP&F
10 | | | 1 | 10

Source: FunstoAdvisory Service InGB\Research
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Ten to twelve meetings per year is typical for peer fusuish as OP&F where the Board has retained most
authority for investment manager selection and termination, as many manager hires, particularly in
private markets, equire 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 thagvery trustee told us they believe the OP&F Board functiogi§ wnd they believe
the frequency and duration of meetings is appropriate.

OP&Fstaff typically provides trustee access to board books (all the materials for committee and full board
meetings)one weekbefore meetings through the board portathich isprevailing practice at peer fungs
althoughsome provide materials two weeks in advance. S@¢&Fhas 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 600800 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 hach&shmwhere 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 trasteligitally 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 Boardmeetings tend to be brief, as nadeearlier, because most work is being done by the
committees. This is indicative of a wilhctioning board. Since most elected trustees attend most
committee meetings, including those where they are not a member, they tend to beini@iined on
committee activities.

OP&F maintains an annual Board strategic policy calendar, which is prevailing practice. Leading practice
is to have a multyear calendar that considers fouwr five-year cycles of actuarial valuations and asset
liability studies, foexample, 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 sa¢eting 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 congemida 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 handleut;ne 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 toddwel B This
process works smoothly and does not currently present any issues. However, as board composition
changes, a new trustee may be inclined to make requesthe Executive Director outside of Board
meetings or directly to a staff member. It che 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 followip to be fielded by the Board Chair ytin 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

R1.41 The OP&FBoardand its committeesshould 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 legisbn 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, anthutes on their web site to improve
transparency.

R1.4.3 OP&F should expand its ongear Board calendar into a mulyear strategic policy agenda
that includes the timing of all key Board decisions expected over the next several years

R1.4.4 The OP&F Bad 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 understagdimat any
item can be opened for discussion upon request.

R1.4.6 Develop apolicy that defines the procesgor prioritizing and tracking trustee requests for
information from staff or consultants/advisorand requires the Board Chair, in consultation
with the Executive Director, to prioritize, approve, and follewp 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
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 memhgmcally 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 actigehedule. 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 meetscasnmittee 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
Adminstration; 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 projectreuntly 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
.21 NRQa NBf I (A 20tieK Rilettorg ihdudling @rfaddoad sefing 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 ezhtra

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 Committeeithwa 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 yeapsmaintain a focus on improvements to member services, in
keeping with its charter.
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Note: OP&F responses highlightedjigéh

Ave. Ave. Time
No. of Duration | Spent in
Standing | Ave. No. Ave. No. of Comm.
Committees of of Meetings Mts.
Committee N=9 Members Meetings (Hours) (Hours)
Audit/Audit & Risk 6
Investment 6
Disability/Appeals 4
Personnel/Compensation 4
Health Insurance/Insurance 3
Legislative/Policy 3
Benefits 2
Finance/AdministrationBudget 2
Governance/Board Governance 2
Defined ContributionDeferred 1
Compensation
Executive 1 5.0 7.5 15 1.3
Proxy/Corporate Governance/ 1 7.0 15 0.8 0.1
SustainabilityESG
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 15 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: FunstoAdvisory Service InGB\Research

Although committees appear to be functioning well, the way that committees are formed, as well as the

aSt SOGA2y 2F O2YYAUGUSS OKFANRBRIZ O2df R 0S AYLINRBOSRO®
members, or graps (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, theaRl 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.

Itis prevailing practice for the Boardaihto 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. EaeWwly constitutedcommittee, in turn, elects its

chair for the upcoming year. While many appointments carry over from year to year for continuity, there

34



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

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 retirexhsystems 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
havehighly qualifiedappointed members chang the Investment and Administration/Audit Committees.
This potentially undeutilizes the appointed trustees who have experience in accounting and auditing and
in institutional investments, for example. Most boards attempt to leverage the experiehteew
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 Committeeghiatow
guestions to ask. This could assist the OP&F committees in being more effective and informed in their
due diligence.

Recommendations for Improvement
R1.47 The OP&F Board should consider rebalancing its committee structure by:

1 Renaming the Compensatio@ommittee, the Board Governance and Compensation
Committee.

1 Renaming the Administration and Audit Committee the Audit Committee.

9 Assigning responsibility for board governance, including onboarding and continuing
education, to theBoard Governance and Compensation Committee.

9 Assigning responsibility for information technology to the Benefits Committee.

R1.48 Each committee, under the guidance of its chair, should extend its-gear calendar into a
longterm calendar in support ofil KS . 2 I Njea® &alendatztoleAsure committee
activities support key board decisions effectively

R1.49 The Board chair should propose committee membership each year and make the
recommendation to the full Board for approval.

R1.4.D Eachcommittee 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.

R1.4.1  Appointed trustees should be caidered as potential committee chairs, especially when
they have the most relevant experience in the area of responsibility of the committee.

R1.4.2  With assistance from staff, each committee should develop a list of standard questions to
ask on each keyopic; 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&Foudget process and its adherence to board approved budget.
Expectations

I O0O2NRAY3 (2 GKS DNBFGSNI 2l aKAy3dldzy {20ASG& 27F /t |
engages those who are responsible for adhering to the budget and implementing the organization's
objectives in creating the budget. Both finance comnaiteend 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 procedd skeou
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 reldtereliable revenue. Budgeting decisions are driven both

08 YAAdaaAzy LINA2NARAGASE FyR FA&AOLFt | OO02dzyliloAf AlGe dé

One of the key aspects included in the above statement is the linkage to strategic planning initiatives. A
public retirement system typicallgoes not have a capital planning process which identifies key capital
investment needs, so it is very important that longerm project spending is identified and appropriately
included in the annual budget.

Since a significant portion of the adminisixag costs of a retirement system are personnel related,
prevailing practice is to budget and monitor staffing headcount by departm@usts in a number of
operational areas in a public retirement system can be driven by volume of actiidtyexample 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 costghich 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 di#yreaderstood.

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 antiely 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

BudgetProcessStandards of Comparison Findings

The directional framework for both operating and capital budgets casc Partial
FNRBY GKS {2aidSyQa aAdNrXrdS3aIAo LX LY
There is a comprehensive budget policy which is implemented effective Yes

all administative costs (not including external investment fees).

The budget reporting policy and process is effective in planning and man Yes
costs and providing timely financial performance reports.
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BudgetProcessStandards of Comparison Findings

The budgeting and budget reporting processeslargely automated and d Yes
not rely on manually intensive processes and spreadsheets.

There is an integrated budgeting and reporting tool. Partial
The travel and expense reporting processes have effective controls. Yes
Conclusions

BudgetPolicy and Practice

The policies that govern and guide the OP&F budgeting process are laid out in detail in accordance with
section742.102(D)of the Ohio Revised Code. The policy is highly detailed in (1) the definition of the
mandatory timing obudget 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,(&hdngoing practices in managing the
budget and reporting status throughout the year. The policy is supported bydmedescriptions which
facilitate standards in budget development and tracking.

Budget Development

On an overarching basis, theraral budget development process at OP&F is considered effective from
both a controls and execution perspectiv@he budget development cycle effectively runs on a fine
month cycle, beginning with the identification of strategic organizational initiatitéise Trustee Retreat

in April.  In miesummer, a kicloff 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 wbih each Director in the organization builds their proposed bottqmbudget

for the following year. Headcount projections are coordinated between Finance and Human Resources.
The ED, Financial Services Director and Budget Manager review budget priessritaSeptember, and
changes are adopted before submitting the draft budget to the ORSC and OP&F Board in October. A fully
NEOAASR 0dzZRISGO A& LINBASYGSR G2 (KSfollowiny dhiB @@e CA Y |y (
round of changes (if applicablahe 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

O6F LILINREAYLFGSt & mmm LI 35S &0 dhipisGneasiield SnNEe tindek Selivar\al | y A T I
both the annual budget and the Annual Consolidated Financial Statement. Each year, OP&F develops
three distinct budget deliverables(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 recognizgdhe Public Pension Coordinating Council in 2021, and

the Government Finance Officers Association, who awarded OP& aviDistinguished Budget
Presentation Award in 2020.
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The OP&F 2022024 Strategic Plan prescribes as one of the stated gbdlsNP2 6 h NHI YAT | GA 2y I
FYR 9YKFEYyOS 9FFAOASYOeés> yYyR RSTAySa 8KS adzZJJi2 NI A
Cantrol Admiristrative Costs;

Streamline and Automate Processes;

Identify Organization Wide Process Gaps; and
Implement Strategies Designed to Improve Organizational Cost Effectiveness.

= =4 =4 =4

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 spentiatives. The publication of a thregear operating

FYR OFLAGEE LXTFTYyXZ OFadlIRSR FNRY |y 2NHIFIYyATGA2Y Q&
consideredeadingpractice in the industry. These operating plans include aspirationalecaétrthe form

of projectedkey performance indicatoiKP) levels. At present, only the OP&F capital budget contains a
forward-looking, threeyear forecast, and quantitative operational targets have yet to be developed in

support of the aforementioned sategies in the strategic plan.

Budget Tracking and Reporting

htascQa FiGSyiAagSySaa G2 RSOIFIAf RdNAy3a GKS o06dzR3IS
reporting efforts throughout the fiscal year. Once the operating budget book is Ipaithlithe Controller

tracks the details of budget versus actuals on a-iliem 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 trsfiers between line items under the policy delegated threshold of $50,000.

The Controller has created alerts and binlicontrols when budgets exceed forecasts. The organization

has recently moved to the Dynamics AX platform and leverages the-bksgdi Dynamics 365 software

F2NJ htgCcQa 3ISYSNIt fSRISNWD ¢ KS & 2rélated protBsse®. 2 Yy @S NA A

OP&F conducts a quarterly budget meeting with the Finance Committee of the Board. Any transfer
request that is greater than $5000 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, thg/okgh | ( A 2 ypfpéessed? £ A OA S
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 boardshould focus onthe risks of the missicaritical, $24.6 million pension
administration system project. The project represents nearly 90% of the projected capital budget forecast

from 20222024. Moreover, the system conversionP 2SO0 SR (2 RSt AGSNJI dzLRRyYy Gl
to enhance efficiency; however, despite its significant price tag, was not proposed with the type of
guantitative 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 redbnbecome a more common in the public pension plan space as

well.
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Travel, Expense Management and Reporting

htscQa (NI} @St IyR SELSyaS YIyl3aSySyid A& 3IdzAaRSR
Expense and Reimbursement Policy document.pl&@raes 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 standarbuesement
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 exceptiorspiogeas in the case where

an associate is unable to produce proper documentation. Inthese cases, certifications from the associate
are captured in lieu of documentation.

Recommendations for Improvement

RL.5.1 Formalize development of ahree-year Operating Plan from the strategic plan and
economic impact analysis to produce a mujtear, forecasted capital and expense plan for
the organization. Emphasize external influencers (e.g., projected volume of retirees) to
forecasted changes tbudget driversq i.e., vendor costs and staffing. Refresh annually.

RL.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.

RL1.5.3 Augment quarterly budget reports with updates of capital improvement initiatives using
stop light style formatting for reporting costsschedule,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 effectiv
F OGdzk £ 2NJ I LILJ NByd O2yFtA0Ga 27
persons who are subject to its conflicts of interest policies, covered
members, staff, managerspnsultants, and certain key service providers.

should receive regular training regarding conflicts of interest, including the process for disclosing and/or

e Pension Fund

elyramsbarently address

AYGSNBadod L d

personstypically board
Board members and staff

curing any potential conflicts. Investment managers, consultants, ahérgprofessional 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 compliace.

General Conflicts of Interest Standards of Comparison and Findings

General Conflicts of Interes$tandards of Comparison | Findings
The following policies are in place:
1 Ethics Yes
1 Standards of Conduct Yes
1 Conflicts of Interest and Recusal Partial
1 Misuse of confidential/proprietary information Yes
1 Manager/Vendor Referral No
The Ethics Policy describes board members' obligations with respect to Partial
conflicts of interest and provides appropriate guidance to board memberg
regarding theiobligations.
The Financial Disclosure Statements cover reporting of financial interests Yes
could raise potential conflicts of interest.
There is an Investment and Business Opportunity Referrals Policy which No
addresses potential for board member improper influence addquately
protects board members from the appearance of impropriety.
Consultants confirm compliance with conflicts akirest and ethics policies No
annually.
Thereare policiegegarding the use of placement agetug counterparties Partial
andprohibitingd LJtod Jt @ ¢ 2NJ AdGa LRAOGSYyGALl €
There is a separate employee personal conduct policy covprotgbited Yes
activity, ethical conduct, gifts, personal trading, and whistleblower protect
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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 preliag peer practices. However, there are several opportunities
to improve compliance aspects of those policies.

{SOGA2Y TnHdmMno 2F (GKS hKA2 wS@OAaSR /2RS o00GKS a/ 2
Ohio Ethics Commission,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 Adnstrative Code 74216-01) and employee ethics policyThe 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 citedtiaddress 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 theeipt 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 comiaints 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 Whisthaly (Disclosure of Wrongdoing)

t 2t A08 0(GKFd LINPOARSA F2N) O2YLX FAyGta G2 0SS FTAESR g4
Executive Director or General Counsel.

Our review of documentation for a sample of investment transaction documesxealed 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 aagtapdoolicy set

by the Board regarding caterparty use of placement agents; nor does the Board have a policy that
addresses implementation of Federal payplay rules applicable to public pension fund officials.

Nevertheless, the OP&F standard Investment Management Agreement and its stariaddeSer 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 madetlae request of an OP&F Board member. This is an
appropriate way to address pdg-play concerns.However, a Board policy covering SEC-tpayiay
regulatory restrictions on campaign or other payments could confirm establishment of a comprehensive
OP&Fstandard.

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 vendorshelpolicy 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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Retirament system bard 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 Exgeutor indications of a potential ethics violation.
Results are reported to the Executive Director and Audit Commifidws 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 caedaimR3.2.1.4 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 compdince 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. WhédeBoard 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. Fexample, 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 commatiegnments, notify
appointing authorities, or take some other action.
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InvestmentRelatedConflicts of Interest Standards of Comparison and Findings

InvestmentRelated Conflicts of Interest Standards for Comparison Findings
There is an insiddrading policy and a policy for material ngablic information Yes
(MNPI).
Investment managers are required to affirm that they do not have a conflict of inte Partial

at the outset of the relationship and reaffirm this annually pursuant to the Require
Annual Disclosure Form.

Any conflicts that arise during the coursetloé relationship are timely disclosed to th Partial
system in writing.
The template side letter requires investment managers to complete a Required A Partial
Disclosure Form upon execution of the side letter and again annually.
Contract termsand the Required Annual Disclosure form appear to be effective at Partial
identifying conflicts.
The Required Annual Disclosure forms is submitted annually. Yes
Investment Compliance is responsible for ensuring that the Required Annual Yes
Disclosures areeceived.
Investment Compliance verifies that information received is consistent with data Partial
reported to the SEC or otherwise availabl€dB&F
Investment Compliance escalates any significant findings. Yes
External managers and broker/dealers mustraffcompliance with system rules Partial
annually.

Conclusions

OP&F has a staff policy in place that prohibits insider trading with materiajpuoblic information.
Personal use of confidential information for investments or other purposes is alsdjezhilnvestment

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 te Executive DirectorThat 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 withestment 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 establistiahetarcs
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, curranbnitoring 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

R1.62

The Board should require periodic reporte the appropriate Board committee®n fraud
hotline useand whistleblowercomplaints

The Board should consider adopting:

1 A policy that contains enforcement remedies and a process to guide action by the Board
in the event of trustee misconduct

1 A policy establishing standard practices amsure that trustee referrals of investment
managers or other vendors are tracked and handled without special treatment

1 A policy requiring disclosure and reporting of placement agent fees and implementing
SEC regulations on pag-play payments relatinga public pension funds

1 A requirement that trustees, senior and investment staff members, investment
managers, advisors, broketealers, consultants, outside counsel and other
professional service providers provide an annual certification of compliancewvatP&F
ethical standards. See also Recommendation R3.2.1.4 below.
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1.7 Succession planning

Expectations

Selecting, evaluatingand preparing for the succession of the executive dire(ED) are mong the most
important functions of a fiduciary board. i A& GKNRdZAK GKS SESOdziA PSS RANE
and policies are executednd organizationdeadership and public presence are demonstrated.

¢CKS AYLRNIIFYOS 2 ®heiepofing@rk dérkingilatianshipavigh tHeogrécannot be
overstated. It is to the ED that board first looks for implementationand that individual isthe single
point of executiveaccountabilityas the most senior officasf the system.

The ED has overall responsibility for both operations arntérerise administration in the execution of
board approved directions within policy. The ED should lead the strategic planning process to identify
and develop neededhgterm capabilitiesand 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 &iduld 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. TlaadBenior 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, processegstems, 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 whexpected, or when
resources may be inadequate. It also includes the responsibility of providing accurate and timely
information for board decisiommaking. The ED should seek board direction and adapt execution of
approved directions as needed.

The95Qa&a 321 fa aKz2dZ R 0S Of SINI& RSFAYSR Ay | R@IyO
executive director should be held accountable for the achievement of these goals using an annual written
evaluation and with compensation linked to measurabéfprmance. 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.

Forallthesereasanz (KS SESOdziA @S RANBOG2NDE &adz00S&aaArzy LX |
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 stath the exception of the Chief Audit Executive
(CAE) who reports directly to the board, is ultimately the responsibility of the ED.

Succession planning fother key positions in public retirement systenis a critical responsibility of the
executive drector. 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 operaitithin 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 fgr meetin
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 documats, 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 theypda date Within a systerwide

plan, the board should ensure there is a clearergency 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 meetingesstutc
planning for senior level positions is also typically embedded in hiring and promotion decisions.

Succession Planning StandaodisComparisorand Findings

Succession Plannirfgtandards of Comparison Findings

There is a succession plan for the axe® director approved by the board Yes
including an emergency succession plan; the emergency succession plar,
maintains segregation of duties.

There are succession plans for all key positions given the constraints of t Yes
civil service.
There is a clear understanding of how often the ED and senior staff succe Partial

plan is reviewed with théoard or a designatetloard committee.

The staff ongoing education plans link to developing bench strength and Yes
supporting successigplans.

The system has a robust strategic planning process that is transparent b Partial
internally and externally.

The strategic plan is a useful and valuable tool used at all levels of the Yes
organization in goal setting and accountability.

Thee is a standard process for engaging the leadership teanBdiaed,and Yes
the ED around the strategic plan.

Theboard orboard committee has a process for meeting with the ED to Yes
NEOASG IyR dzLJRF GS 32| inchrporaiesnp@tgng dz
goals of the strategic plan for that year.
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Conclusions

The OP&F Board and staff work vegrmoniously andhave addessed 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 offte 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 intecoatrol.

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 naiitn It takes longer to fill
positions generally; emergency successiplanning 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 maintaineuty active
workplace culturewhich 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 bytaition reimbursement programDepartmentDirectors 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
YR RA&OdzA &A 2y ameetings. SStafiBe@ds 2aNd SuecdsSion planning seem to be
institutionalized at the direction of the ED and routinely reported toBuard,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 Boamlld 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 andtrengthen the consumer driven Health Care model for eligible members.
Communicate effectively and strengthen partnerships with stakeholders.

1 Grow organizational strength and enhance efficiencies.

= =4 =4 4

These strategic goals are supported by strategies and ssdodicators 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 trusteesespeciallyare conversant with this piga 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 deveps 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 Developa standalone stakeholder communications plan that supports the Strategian
andinvolve stakeholder groups in the plan development and rollout.

R1.72 Board reporting onstrategic planning and successionplanning 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 ohé review includes the administrative costs of the retirement system.
Investmentrelated costs are addressed separately in Section Three: Investment Policy and Oversight.

The system patrticipates in periodic benchmarking of pension administration costseavide 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 areaserf/mst,

and transaction volumes, and considgrension administration cost relative to service levels achieved.

Administrative Costs Standardé Comparisorand Findings

Administrative CostsStandards of Comparison Findings

The administrative headcount is consistent with peers. Yes
The cost pemember 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.

Peer No. of

Metric OP&F | Average| Low High | Peers
TotalFTEs per 10,000 DB Plan Members 22.8 11.9 5.2 22.8 7
Retirement + Member Services + Employer Servii 11.6 4.2 0.6 11.6 9
FTEs per 10,000 DB Plan Members
Information Technology FTEs per 10,000 DB Plal 4.6 1.8 0.6 4.6 9
Members
Finance and Accounting FTEs per 10,000 DB Pl 3.9 1.2 0.4 3.9 9
Members
Investment Management FTEs per $1 billion AUN 0.9 0.8 0.5 11 7
Total Budget (less Health and Insurance $431 $290 $117 | $789 7
Administration) per DB Plan Member
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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)
{GFGS ¢S OKSNBEQ wSUHGANBYSYy Integrated $94.8
Oregon Public Employees Retirement System Administration only $93.5
t Syyaet dlyal tdzofA0 { OK24 Integrated $72.5
Utah Retirement Systems Integrated $39.0
Indiana Public Retirement System Integrated $36.9
9YLX 28S5SSaQ wSOANBYSyYy G { & Z Administration only $22.8
9YLX 28S8SaQ wWSOUANBYSyld {e@z 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 theitual Comprehensive Financial RepACER the Fire

& Police Pension Association (FPPA) of Catonad 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 staffingl lesfative 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 geasion administration
systemwas being im@mented. 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.

FPPA | AZ PSRy AZ PSR
Metric OP&F (6{0) FY2020| FY2021
AUM ($Bily $19.1 | $6.9 $10.9 | $15.9
TotalFTEs per 10,000 DB Plan Members 22.8 455 18.8 19.6
Total Budget (less Health and Insurance $431 | $760 $380 $648
Administration) per DB Plan Member

Recommendations for Improvement

R1.8.1 OP&F should participate in administrative benchmarking withttsird-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 OP&Fbetween 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, adlvas 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 pensibisfues is

ONR GAOLI € G2 LINILIAOALIYy(GaQ NBIGANBYSyd aSOdmNRGesx
stakeholder groups are included in access to information and dialogue, generally through the ED and
senior staff.

A board policy commonlysgablishes 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 mostmatt

The ED commonly delegates most dayday communications responsibilities to a public information

officer (P10). That can entail leading staff or consultants that manage websites, managing requests for
information, social media monitoring and usagad 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 externahselatio

and communications. The PIO and ED develop key messages and communication strategies and ensure
GKS 062FNR Aa Sttt AYyTFT2N¥SRO ¢KS 02 NR I LILINR@Sa
and clarity of messages is critical. The PIO andakk® 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 spean 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 indicateat trustee isvoicing a personal
opinion or speaking for the board.

t SSNAQ LIRtAOASA O2YY2yfeé& NBIdZANB (NHzaGSSa G2 Ay¥F?2
officials, vendors, or by other stakeholders. Such a policy enables the board aedshképdo 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 beneficidnes, ac
members,retirees,and the legislature in the strategic planning process, both in the formulation of the
plan and in its communication plan development for €y day communication expectations and for
crisis communications. Transparency is impaiita

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 aboutdividual participants in théund ordivulge 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 accouninformation, nor should they ask to access such informatistaff 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 bard or board chair review press releases before they are disseminated to
SyadaNB GKIFIG GKSe | OOdzN>r 6Ste NBTESOG GKS 021 NRQa @7
the board to be updated in real time.

In addition, trustees should each reaw systernspecific email account for several reasons: first, to clarify

GKS OFLIOAGE Ay 6KAOK (KS@ IINB 02YYdzyAOlFGAy3a Sa&alLX
keep personal and public accounts separate. Are they speaking as a trusteata gtizen, 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 he system to provide systeqtedicated email accounts for trustees to be used only for

system business.

Communication Standards Comparisorand Findings

CommunicationPolicies and Procedures Standards of Comparison Findings

There is a robust stakeholder communications policy, communicagilams Partial
and crisis communications plan.

Communications roles are clear for the Board and senior executives. Yes

The Board has a policy that the ED speaks for the fund generallyhan
21 NRQa SELISOGlFGA2ya F2NI oSAy3 |

1 The policy applies to media, legislative, or individual requests Yes
information or position of the fund on any particular issue.

1 The ED iaccessible antesponds timely. Personal contact with Partial
legislators and member and retiree groups is a key responsibi
in representing the fund and keeping stakeholders advised.

1 Messaging is consistent antbar ands not a recitation of facts. Yes
Messagindiasheart andis stated in a manner to advocate for
the fund and its beliefs and positions.

Written and oral communications are in plain language and understandak Yes
for those outside the pension fund administration or investment field.

Policiesand practices support a proactive role in keeping legislators Yes
adequately informed regarding system performance and on any potential
legislative concerns.

Participants are able to interact with the system and obtain current Yes
information electronically or in a paper format if preferred.

The system is accessible for individual member communications and Partial
interaction, and the system can communicate quickly with the vast majori
of fund participants electronically.
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CommunicationPolicies and Procedures Standards of Comparison | Findings

Stakeholder conmunication is clearly written, concise, and stakeholders a Partial
advised on contacts for questions or additional information. Key staff
including the ED meet with all stakeholder groups at least twice annually
person and listen to questions and share utgdaon pension fund health ang
issues going forward. They engage in dialogue around shared issues.

The Fund is literate in multiple communication media including social me Yes
platforms. Fund has consultants and staff that are capable of mamjfand
pushing information via multiple resources.

Meaningful and impactful messaging is consistent across the system and Yes
always timely, honest and purposeful.

Trustees utilize a systespecific email account to clarify the capacity in Partial
which they are communicating and to keep personal and public accounts
separate.

Conclusions

Communication and outreach have improved greatly under this Executive Director, and almost to a person
Trustees praise her abilitieber communication style and timelines$takeholders, 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 Bi& andare disciplined about followinthe

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 numbpresiouscomplaintsconcerning

health carechanges 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 assistsatrtessing legislatoend monitoring legislative issueand

the communications counsel has been very helpful in developing and using a social media prEsisige.
Communication skills are also available through the consultant relationships should it be necessary.
Working with consultants has been criticgihcethe Communication®epartment is staffed with three
people; consultants have augmented staff skills, and the ateghds tostandard communications needs,
externally and internally.

The Communications Department works with appropriate staff oarimdl 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, moteach,and a clear customer
focus in scheduled interactionddost stakeholder groups have had no regularly scheduled interaction at
annual or quarterly member meetings and would lookward 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, includingpgrt 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, regardléiss ofedium.

Some stakeholder groups report, however, that they have not received any outreach from OP&F
leadership, noany information such as articles for newsletters on such matters as key legislation, status
of pension fund, or on plans for new membleenefit system although they daeceive the member
newsletter, the employer newsletter, Board Report newsletter and the financial repoost

stakeholder groups wouldlsof A 1S NBLINB&ASYy (Gl GA2y 2y | dzZASNEQ T2 Nz

is devebped, for example, and would like regular contact on thigor projectthat impactsall members.

Most stakeholders find the website useful, but some express the desire for an entirely automated system
for making member updates and for retirement applicais. Most find the website a very good source

of information and rather usefriendly. Some stakeholders expressed the desire that more routine
information and board information/reporting be routinely posted by OP&F.

OP&Fhas provided each trustee wittheir own individualOP&Femail account While trustees generally
appear to utilize their OP&F email account for OP&F busingesunderstand that some trustees
occasionally utilize their personal or non OP&F business accounts when it isaneemient This could
result in lack of clarity for when they are sending messages in their role @&ftrustee and also
expose their personal email account to discovery in the case of litigation.

Recommendations for Improvement

R1.9.1 Expand andlevelopthe current communications plan int@ 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 etghens 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¥pa 8 SR Ay GKS 95Qa

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 devabping the new member benefit systerand 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 systerrelated 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 delineatbd BP&F
Board and managemeniSpecifically, 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 samiar
public pensions;

2.2 Adequacy of process to evaluate and improve customer/member satisfaction;

232 KSUKSNJ O2YLISyaldAzy tS@Sta |INB adZFFTAOASY(
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 compapeért

retirement systems;

Reviewed human resources policies and practices and compared to leading practices;

Assessed staff qualifications and hiring and evaluation processes;

Evaluated compensation policies and structure;

Assessed processes for mamihg, measuringand improving member satisfaction;

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 leadinggsractic
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 kneledgebase 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 syswide Compensation and
Classification Study.

11. Utilized the FAS public retiremengebchmarking knowledgebase to assess compensation policies
and structure.

o0k wn
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Overviewof Organizational Structure and Staffing

Overall, the OP&F organization is consistent with prevailing peer practicegerms 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 safegynetit systems.
Span of control and lines of authority at OP&F are clearly defividdeight 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 ednedhalance based
organizational construct.

Human Resources is a priogyifor the Board and staff has strong capabilitiebut 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 recruitmiehere is a robust set of policies and procedures to support key
HR. The HR staff is capable burall.

Leadership across the organization cites increasing difficulties in recruiting talent into the organization.
Timeto-fill metrics have elongatedgnificantly, 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 streamlingsupporting HR systems are
effective.

The HR function at OP&F, working with management across the organization, has implemented a highly
structured, procedures oriented, and uniforapproach 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 performarmoanagement 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 standalized 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 andioowes 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 ofincluding 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 yeakowever, 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 docurmgrocedures; 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 andretain talent (e.qg., hybrid work, flex schedules, dress code, building updates).

HR has not regularly obtained employee feedback on culture and job satisfattidgrshould do so

The OP&F HR department does not issue a staff culture suoggion 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 savices 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 Commiittegs 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 des 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 satisfagdti@nprevailing

practice is also to conduct customer satisfaction surveys for essentially all member touch points, at least
on a sampling basis.

Prevailing practicat 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 @P&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 pewvgion
administration system is being implemented that will significantly automate many processes and
increase the level of member desdervice.

OP&F has recognized that its current pension administration benefits payment system is becoming
outdated and las 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 membeses®ite, including, for exgpte:

online retirement applications; secure online benefit calculators linked to actual member data; mere self
maintenance of member data (address, beneficiary, banking information, tax status); online scheduling of
counseling sessions; and document uplaat 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 albbw for
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. Thegluderoles and responsibilities for Human Resources, the
Executive Director, Directors, and Managers acrbssarganization. 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 fiveyear cycle with annual refresh processes.

OP&F typically commissions compensation benchmarking reports every five years; the last report was
completed in 2015 bysallagherBenefit Servicesan outside consultant A new reportwas completed
by CBIZ.

The frequency of compensation benchmarking is set atyffear intervals; however, OP&F postponed the
commencement of the 2020 planned benchmark effort due to the pandemic. In betweenpiuitg
formal benchmarking reviews, the head of HR examieristing 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 comgled byan outside consultantoncluded that OP&F aggregate salary levels fell
approximately 6.9% below the peer average, which was considered competitive with the marketplace.
Twentysix jobs were stepped up in grade while only two werduced. Further, the consultant found

GKIFIG GKS 2NBFYATIFGA2y Qa8 ydzYoSNJ 2F dzyAljdzS 220 RS&
when considering the total size of the organization. The number of position descriptions is slightly higher
todaythan it was at the time of the compensation benchmark.

The new compensation benchmark report should be timely and very important to OP&F.
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strategic planningyoals in recruitment, retention and efficiendige actions of the organization based on

0§KA A& 0S5y OKoomciNsionsshauldzBedapiority To the extent that the organization opts to

introduce an incentive, performandeased component to totalampensation 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 depthtining 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 oftganik 2 Yy Q& | 0 A f A
directly influence the overall performance; to attain the priorities of retention and efficiency outlined in

the 20222024 strategic plan; and to improve the probability of success for existing and future change
initiatives to attain a dsirable 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 skilits 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 fumthietegrated 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 admiistration 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 businessincluding business requirements development, user acceptance test script
development, process mapping and documentation, and tngirmaterial development and delivery

should be a top neaterm priority for the organization. While engagement of thpdrty consulting firms

to assist in these project tasks can facilitate their execution, OP&F should endeavorsouset 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 factoosnpared 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:

9 Clarity of lines of reporting and responsibilities with appropriate spans of control:

1 Appropriate assignment of responsibilities to operating departments to facilitate development of
capabilities and coordination of work:

9 Ability of support functions, conibbed with external service providers, to effectively serve
operating departments;

1 Delegation and segregation of duties from a control standpoint, where appropriate: and,

1 Facilitation of information flow in support of internal and external communicatiogsirements.

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 thirdparty providers vs. internataffing, scale of operations, and any other areas which may not

directly compare. Taking those factors into consideration, comparisons to peer retirement systems
GeLIAOIEfTE LINBOARS Yy AYRAOFGAZ2Y 27F ( gapabilitieSlaMNaR LINRK | {
system should be aligned with the services offered, regardless of whether thegtaneally staffedor

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 approprial Yes
for aretirement system obP&K2a a Ol t S t Ay Sa 2 ¥
appears to function effectively.

The Chief Financial Officer (CFO) reports directly to the ED. Yes

There is a separate organization with a diredtrel leader for its health cart NA
insurance operationéf applicable)

The BoardED,and CIO work with HR staff to develop a formal/strategic pl Partial
and program for longerm staff development and retention of expertise.

A position description for each staff member that describes general and Yes
positionspecific requirements.

Thesystem periodically conducts or participates in independent Yes
compensation studies and utilizes the results to improve its compensatio
structure and ranges(See also 2.3)

Recruitment and hiring practices are effective; open positions and-to¥fél Partial
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Staffing and Compensation Standards of Comparison Findings

aremonitored,and open positions are filled in a timely manner. (See also
2.3)

There is an effective employee performance management system linked Yes
the compensation system (See also 2.3).

There is a practice for obtaining employleselinput regarding professional No
satisfaction and retention issues.

HR staff resources focus on:

9 Hiring issues Yes
9 Skills gaps Partial
1 Job rotation and backup capabilities Partial
9 Staff/positions with retirement eligibility Yes
1 Succession planning and talent review. Partial
A tuition reimbursement program is available to all staff to encourage Yes

professional development (see also 2.4).

Conclusions
Organizational Design

As referenced in Section 1, Boa@bvernance 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) reporéng
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 isgolagpon leading and prevailing practices for this type of
public retirement system which offers these services.

Asnoted in section 1.8 Administrative Codtse overall OP&F staffing level appears to be consistent with
other state public safetyetirement 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 Resa#s(HR) Audit and Counsel. Consistent widadingpractices, 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 requirementsin@m 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 periodially 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 Adorakex of health care services. Goal
#3 of the OP&F 2022024 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 interactionsevitR&fr board. As
described in Section 1.5, HR and Finance jointly present an annual proposed budget to the Personnel
Committee for staffing expensessalaries, wages, taxes, and healthcakR also produces a Staffing,
Compensation and Benefits Reviéw the OP&F board. This document contains important demographic
and staffing data and trends over a thrgear period. The data within it has served to raise awareness of
risks associated with retention and recruitment (see below).

The HR department dDP&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 teronisatiThe 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 aatd pri
institutional investors is found in the investment accounting function. Standard compliance practices
across the bwgide strongly encourage the separation of responsibilities between investments and
investment accounting to ensure independence dficial booksandrecord valuations and reporting
performance. OP&F currently houses both functions within the Investment division, which removes this
widely accepted cheelind-balance based organizational construct.

HR StrategyQrganization and Current Challenges

Imbedded within Goal #5 of the OP&F 2824 strategic plarg Grow Organizational Strength and

Increase Efficiencgy A& | &adzZLIR2 NIAYy3I &ai0NFGS3e gKAOK NBFRa al
organizational stru¢ dzZNB (12 YSSG OdzNNByid FyR FdzidzZNE ySSRAEdé
¢NHza 1SSQa NBO23AyYyAlGA2Y GKIFG GKS FdzidzZNE LISNF2NXI yOS
fresh look at staffing and organizational design with an eye towdnel$uture. 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 culturebased attentiveness to procedural detail, establishing and executing a tactical plan to

achie\e this important strategy is expected to be daunting.

Leadership across the organization cites increasing difficulties in recruiting talent into the organization.
Timeto-fill metrics have elongated significantly, and the pipeline of candidates has kaifrdm historic

norms, especially in key service areas such as technology, member services and finance. Inthe immediate
term, the implementation of the new missiC@ NR G A OF € LISyaAiz2y FFRYAYAAUNI GA2Y
ability to acquire and devep 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 &thffésrs, 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
acrossnumerous 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&®prking 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 levhla te enterprise,
including the Executive Director position. Quantitative data is assigned including job,dra8d@sstatys

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 andstegions, physical demands, and
work environment.

= =4 =4 =4 4

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 attentidnis noted that the existing
position descriptions lack important identifying data indhgla 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. Theeuof 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.

Swccession Planning, Talent Assessment, and Employee Feedback

Over and above the aforementioned strategy to support Goal #5 of the-2022 OP&F strategic plan,

the Board of Trustees has essentially described a goal whose realization will depend onenagaed

STF2NI SR 0@ 1dzYly wS&az2dzaNOSao D2Ff 1c¢c 2F GKS h
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1 Reaffirm consistently that the integrity of eaemployee and the organization as a whole is based
on accuracy, credibility and ethical conduct at all times.
9 Hire, develop and retain staff to meet the present and future needs of OP&F.

63



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

1 Continue to ensure diversity, equitable policies and inclusion céraflloyees 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 busoressiity.

Maintain active recruiting strategies to attract additional qualified applicants.

Maintain a competitive compensation and benefits package through routine monitoring and
benchmarking.

= =4 =4 4 =4

Supporting (norguantifiablg success indicators include:

9 Staff is well prepared to adapt to changing statutory and business environments.
9 Succession planning is responsive to present and future operational needs.

Succession planning was first introédco 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 September2021. Following two feedgrool based pilots, HR now estimates that agppmately 30%

of the positions will soon have a feedergbin 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 plalas 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 impoitéiial 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 busiess continuity of decision making and leadership. As part of a broader business continuity
/ disaster recovery plan, this is considemgg@vailingpractice among institutional investors.

Over the past three years, OP&F has averaged a turnover rate dinfd#s. 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

1 Continuing todocument procedures so that knowledge is shared broadly and in writing
1 Implementing a summer college intern program to build a feeder pool of college graduates with
experience working at OP&F
1 Grooming specific staff when an exit is imminent and a neelriowledge transfer is immediate
Utilizing the succession plan to prepare and / or hire multiple qualified staff for future positions
1 Continuing to evaluate work environment factors to attract and retain tatgfetg., hybrid work,
flex schedules, dss 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 satisfagon, 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 strabedsc 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 Engagea 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 2@2024 Strategic Planncluding
expandng success indicators to include quantitative metricand expandng the HR
organizaton as needed to support both ongoing responsibilities and the execution of the
strategic plan.

R2.1.2 Seek to expand recruitment efforts including

1 Reestablishing relationships with third party recruiters.

1 Introducing incentives for onboardingvhere appropriate.

1 Strengthenngand expandng internship programs already in place at local colleges and
universities in key areas such as member servidesgnce,and IT.

R2.1.3 Separate responsibility for investment accounting and performance reporting from within
the investment management orgamation. Consideropportunities to engagethird party,
outsourced solutions for investment accounting.

R2.14 Set specific timeline goals to complete the succession planning effort with a goal of creating
bench strength for all supervisory andritical skillsbased roles within the organizatian
including dentification ofbroad-based and individually designed skills training to close skill
gaps in identified successors.

R2.15 Introduce an OP&F employee culture survey and execute it no lessgjueatly than
biennially.
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2.2 Customer/Member Satisfaction
Adequacy of process to evaluate and improve customer/member satisfaction.
Expectations

A highperforming public retirement system should have a strong focus on providinepjoiglity 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 staffnd 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:

1 Ontime payment performance

Pensioninception without a cash flow interruption
Disability turnaround time

Call center outcomes

Call center wait time

Percentage of members counseled

Percentage of members attending presentations
9 Satisfaction with website capabilities

=A =4 =4 4 -8 A

In addition, membes and annuitants should be surveyed on a regular basis, particularly those which have

had direct interaction with the system, such @eswly retiredmembers, members who have called the

customer service center, members who have attended counseling sessipnssentations, or members

gK2 KIFIGS YIRS LIZNOKF&asSa 2N gAGKRNI g fao ¢ KS adzNE
service performance management processes, and reports should be regularly received by operating
management. In addition, thBoard should receive periodic reports on member satisfaction, typically
quarterly.
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Standard®f Comparisorand Findings

Customer/Member Satisfaction Standards of Comparison | Findings
The system has implemented substantial memberseffiicecapabilities on Partial
their website.
The strategic plan includes a focus on maintaining and improving levels @ Yes
member service.
The customer service system provides a platform to make member servig No
improvements.
Employer and membegervice systems have extensive selfidation and No

reconciliation capabilities to maintain data integrity without significant
manual intervention.

Service levels are rated as satisfactory or higher by participants. Yes
There is regulamonitoring and reporting of member services metrics. Partial
Conclusions

The current member services team at OP&F includes about 55 staff, organized into sewveéeahsstb

1 Operationsg 10 staff: new member applications; DROP progrdisability, death, and survivor
benefits.

1 Benefits calculationg 13 staff: computation of benefits; DROP entry and DROP distribution.

1 Benefits payments and compliang® staff: review calculations; set up payment process; manage

monthly check runs; managhealthcare eligibility and enroliment.
9 Customer service and member educatipi2 staff: call center; member education; interviews;
counseling; retirement seminars; benefit fairs.
1 Records and imagingl0 staff: document imaging; records management; reail/ice.

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 frlace for managing various member services processes such as:

1 Processing times (new member, service retirement, disability retirement, survivor, DROP, benefit

processing);
1 Preretirement interview satisfaction;
9 Call center performance (wait times, haaps, speed of answer, handling time); and
9 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, gmeepainitiations. 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 ireduak 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
exiging 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 asampling basis. While OP&F does survey member satisfaction regardingtipgment
interviews, there is not an overall member satisfaction survey program as is typically found at peers.

Regarding employer servic€8P&F maintains an employer serviceafktvithin the Finance department

with 11 employees. Employees are assigned to each region of the state and regularly work with employer
representatives to assist theand receiveregularfeedback in this way. @ ha an enployer liaison

whose sole jobis to train, assist and provide support to &P employers.The new benefits payment
system being implemented (described below) will incladspecific employer outreach component to
allow employer feedback on the new system.

OP&F has recognized that itsrent 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 Vitessh,syersion

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 Yhieech software is version 10, and the old version 3 will no
longer be supported by Vitech.

As described in sectio® Information Technologythe intent for implementing the new system, from a

firm called Lifeworks, is to implement the standard versidrthe 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, dease refer to section 6.

The new system should provide significantly higher levels of membeseswite, including, for example:
online retirement applications; secure online benefit calculators linked to actual member data; mere self
maintenance of merner 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, combinedimtigigrated workflow that
improves both response time and staff productivity, should reduce demands on staff time and allow for a
longterm redeployment of portion of member services staff. For example, STRS of Ohio reduced its
member services headcountylover 30% over a Iear 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 radimited shortterm improvements.

In 2018, the OP&F Board of Trustees voted to end the OP&knhseted retiree health care plan and
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transitioned to a new stipenttased model effective January2)19,for nearly 28,000 retirees. Although

this did not mpact most Medicareligible 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 HealthhBrge was contracted to manage the new program
and assist retirees in the transition.

OP&F staff acknowledge that the transition was \@rgllengingand frustrating for many retirees. There
was a very high level efxpressedetiree dissatisfaction with OP&F entirely due to the new health plan
changeover.

Significant changes and improvements were made to the health plan advisory and enrollmenspsoces
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-eite service team in the OP&F offices, and the volume of processing is
much lower, mostly just new retirees. Inrga2021, 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 servicedvacel a
available to them for the health care stipend plan.

Recommendations for Improvement

R2.2.1 OP&F should move forward withihe 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 armtoductivity 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 thirdparty consultant could povide assistance.

R2.24 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 excepti@porting.
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2.3 Compensation
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qualified pension fund professionals.

Expectations

An effective compensation policy should be based upon a compensation philodegigyned 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 struge, 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
condtions to ensure competitive compensation without significantly exceeding the objectives of the
overall compensation philosophy.

Standards of Comparison and Findings

The system has defined #snployee compensation philosophy and Yes
compensation goals to guide its compensation policy and structure.

The Employee Compensation Policy defines the compensation approval Yes
processes and responsibilities for implementing the compensation

philosophy.

The Board of Trustees is responsible for approval of annual merit increas Partial

and any incentive plans.

The Board approves commissioning of an independent compensation Yes
program review at least every five years, at the recommendation of the E

For the investment staff, there is a lotgym incentive (LTI) compensation No
plan driven by real and relative investment results directly attributable to 1
participating eligible employee.

The Employee Compensation policy also defines the roldsedED, Deputy
ED, and HR in managing and administering the compensation program,

including:

1 Review of grade levels and position classifications. Yes

1 Performance management processes. Yes

1 Annual review of salary structure and merit increases anertice Yes
awards.

1 A comprehensive set of HR policies has recently been reviewed and Yes

updated and defines the overall compensation and benefits program.

In addition to the Employee Compensation Policy, there are other HR po

70



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

Compensation Standards for Comparison | Findings

which define other aspects of the compensation and benefits program,
including:

1 Assignment of and modifications to salaries. Yes

1 Employee recognition. Yes

1 Compensation for unused leave time. Yes
The system periodically benchmarks its salary structure through the use Yes
independent third party as its policy specifies.

Conclusions

As described in the Ohio Police and Fire Pension Fund Sedamjnistration Guidelines, the three
objectives of the Salary Administration Program in use today include:

1 To compensate each employee based on the valuedifidual contribution to the success of the
organization through our goals, and in relation tsigeed 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.

1 To pay salaries that are competitiwgithin defined labormarkets to attract qualified and
competent applicants.

 To retain the most competent individuals to continualldS NF 2 NY |G 2NJ | 62 @S
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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 2@P24 OP&F Strategic Plan. Their direct linkage to recruitment,
retention, and peformancebased strategies in the strategic plan should be viewed as an opportunity to
K2t AadAO0rtfte NBGAaAAG GKS 2NBFYyATIFIGA2yQa Odz2NNBy i
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The Salary Administration Guidelines, last reviewed in September of 2021, provides a dgipiieach

to setting and monitoring compensation across the organization. The practices, descriptions, and overall
governance of the program are considered in line wgthvailingpractices for public pension plangt

includes roles and responsibiliti&® Human Resources, the Executive Director, Directors, and Managers

across the organization The key responsibilities of the OP& | NRQ&a t SNE2Yy Yy St [/ 2YY)
explicitly include language to approve the Salary Administration Guidelines, set Isakelsyacross the
organization, or determine annual meritincrease levels; howevethe NRQa& | yydzZ f NBJASSH
and approval of the operating budget serves as a de facto measure in that regard.

The document also describes the core principles pratedures 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 fiyear cycle with annual refresh processes. The resultant
analysis produces salary rangesnin, median, max 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 oging 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 pe&dormi
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employees may receive a lump sum merit disbursement in lieu of a merit increase to keep their
compensation within range. New hires are customairffgred 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 incentivased compensation to investment personnel. While there are
opportunities for special adjustmentiue to reevaluation, adjustment, and promotion, it is notable that
FLIWNREAYLFGSt& o> 2F GKS O02YLISyalidAzy 06dzRISGE Ay (f
increases, thereby limiting opportunities for special adjustments. The annuaegs for setting
compensation in the operating budget is well documented. Currently, there is nalgfireed
compensation benefit attached to the achievement of certification or dedrased educational
advancement; however, service award opportunities 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 2015aliggher Benefit Services,

an outside consultant Thefrequency of this benchmark is set at fiyear 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 salalg lusing
salary.com data to inform the annual budget and ensure that most recent information is utilized in
comparing compensation.

A few conclusios and recommendations from the 2015 benchmarking analysis are worthy of
reconsideration at this time. Ahe time of the studyoy Gallagher Benefit Servicas outsideconsultant
concluded that OP&F aggregate salary levels fell approximately 6.9% below the peer average, which was
considered competitive with the marketplace. Twesiy jobs were steppedpuin grade while only two

g SNE NBRdJzOSR® CdzNIKSNE GKS O2yadz GFyd F2dzy R GKIF
(and associated levels) was highly elevated when considering the total size of the organization. They
attributed this concluson to an intent to reward longerm 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 thatribhenber 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%f the median benchmark.

At the time of this fiduciarperformanceaudit, CBIZ, an Ohimased management consulting company
completeda full benchmarking analysis. In light of the direct correlation between compensation decisions
YR §(KS 2 NH-30Mistraiedicplrdiag geals iniecruitment, retention and efficiency, the
timing of subsequent actions of the organization basedits conclusionsshould carry a high level of
importance To the extent that the organization opts to introduce an incentive, performdased
component to total compensation for select associates, FAS recommends that the organization includes
this within the current benchmarking effort.
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Recommendations formprovement

R2.31 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 2.32 In consideraton 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 t
receive on the outside.

R2.33 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 performanceaognition.

R2.34 Gonsiderthe following structural modifications to the compensation program:

1 Including variable compensation in the annual operating budget

i Establishing independence in the calculation of performance from investment
management (see Section 2.1)

9 Constructing new procedures and arithmetic formula for variable compensation which
should include multiple years of investment performance

1 Defining clear roles and responsibilities for the Director of HR:D,and Head of
Finance, theED,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 stafifaining and continuing education policies within public retirement systems
include:

1 A staff training policy which requires minimum annual levels of training
o Mandatory for all employees (e.qg., fiduciary, compliance, information security)
o Department specific (e.g., investments, IT, member services)
0 Rolespecific (e.g., leadership training for managers and directors)

1 Training roles and responsibilities

1 New employee orientation requirements

1 Types of acceptable training (e.g.-the-job training, onsite training classes, safudyincluding

onlinetraining available through other state agencies, external training programs)

1 Employee reimbursement policy for external training

9 Tuition reimbursement policy

1 Professional certification expense rdiorsement policy

A wellexecuted 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 )ldBpartment 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 departmentspecific training, with support from HR.

Standards of Comparison anohéfings

Staff Qualifications and Continuing Education Standards of Compariso‘ Findings
Staff development design and offerings are well structured to support the Partial
2NBFYATFdA2yQa &a0NIXGiS3IA0 LXIFyod
There are effective staff training and continuing educatioacticesand Partial
these are included in formal policy statements.

There § an onboarding program for new employees which includes trainir Yes
and a structured review process.

There are tuition and professional certification reimbursement policies for Yes
staff.

An organizatiorwide staff development program includésicking individual Partial

skills and experiences, completed education, monitoring the relationship
between development, performance, and retention, and establishing a
continuous improvement culture for training and development needs.
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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 .gdalthoroughly
integrated and mature program of learniggd 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 iadlyigilored 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 educaticad opportunities that the Human Resources team has made available to
associates. However, there are still notable opportunities for improvement to raise the overall training
FYR RS@St2LIVSyid LINPAN}IY SAGKAY ht g Cectliidflueideha YA T S
overall performance; to attain the priorities of retention and efficiency outlined in the ZIZ2 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
LJdzZN1J32 4Sa 2F GKS t SnNdieRayid/sSpportth@ddoation andt@iningdf thie Staff@and
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to the Board and should be considered a best practice. Key operational practices that support this role
wouldinclude the communication of an annual development plan across the organization andengkear

review of actual participation levels in training and education against that plan. At present, the core
strength of the training and development program lieghin 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 includingdl degreebased 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, providig 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. TheExecutive Management Institute (EMI), mandatory for all covered associates (management
and lead exempt positions) which contains three aspects
a. Certified Manager Program;
b. Pension System Series including investments, healthcare and actuarial; and
c. MAPSoursework
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
highereducation

Recently, OP&F rad their education assistance / tuition reimbursement upper limits from $5,000 to
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$7,000 and earmarked $45,0050,000 in the Operating Budget. Fewer than a handful of associates
have taken advantage of it recently, likely in part due to the pandengictual 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 eatitakiposition 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 importace 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 2022024 Strategic Plan, therare references to strategies that emphasize
improved service, process improvements, cost savings, and efficiency achievement. Goal # 6 contains a
AGNFGS38 (2 GKANBI RSOSt2LI FyR NBOlIAPAll TEY (2 dzZMSs
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 withimetorganization 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 busigéssluding business requirements
development, user acceptance test scriptvelopment, process mapping and documentation, and
training material development and deliveryshould be a top neaterm priority for the organization.

While engagement of thirgharty consulting firms to assist in these project tasks can facilitate the
execution, OP&F should endeavor to sifirce 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,
AYO2NLIR2NFGS Fd fSrald 2yS RSOSE2LIVSYd | yRK 2 NJ
annual performance management plan.

R2.4.3 Develop annual deveapment 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 develajpme
recommendations. Increase or augment staff levels as required.
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3. Investment Policy and Oversight

Overviewof Investment Policy and Oversight

The OP&F Board has chosen to hire a small, but highly qualifidtiumse investment staff with extensive
use of external investment advisors and investment managers to invest the portfolio. No funds are
managed directly irhouse.

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 officédhio. Today the plan

size of $18.5 billion ranks OP&F as @& largest publicpensionfundin the US according t®ension and
Investmentgata.

OP&F is among a very small number of major institutional investors to have adopted a risk parity
Ay@SaidayYSyid FLILINEIOK | ONRradaa (GKS tflyQa SyGANB Ay@S

Following the2008 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 apprdzah led the OP&F fund to adopt different

portfolio structure decisions when compared to peer funds that have taken a more traditional portfolio

A0 NHZOGdzNARY 3 | LILIINB I OK® OEIYLX S& 2F K26 ht3aCQa Ayl
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 lmsnalde extensive use of an alpha

seeking investment strategy known as portable alpha.

OP&F10-yearperformanceisin the top quartile(14" percentile)among peer public pensions, and over
135 basis points annualized performance above the policy benchroarkn afterfee basis

' OO2NRAY3I (2 GKS 2AfaKANB Ay@SadySyl NBLRydE (2 (K
annual return performance through December 2D21,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 Consuif a2 | NB Of SF NI & (KAYy]1Ay3 a2dziaARS
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 caresult 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 thatQP&F Board and

staff has embraced the rigbarity 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 BPSeparateStatement of
Investment Beliefshould be deviwped 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 rudeestablished by the Ohio Legislature are all evidenced in the Board
materials and minutesAll are acting with a high level of knowledge regarding the key issues impacting
the OP&F investment program and liability structur@he Board is acting witldiligent 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 IP$s detailed, yet clear and conciaadoutlines policies riating to many key asset implementation
areas including rebalancing, derivatives, proxy voting, Omiestments,trading, securities lending,
valuations,and performancemeasurement. The IPS statement is supplemented by more detailed policy
and guidelinestatements that detail many of the policies and procedures followed in the implementation
of the IPS. There could be a more explidink for the investment allocation to the unique liability
characteristics and funding policies

The IPS articulates inggment implementation guidelines and guidance regarding implementation
policies and procedures well.

There isa welldeveloped understanding of the liquidity risks inherent in the approach OP&F is taking to
implement their investment program. The ddilyuidity monitoring in place is at a leading practice level.
OP&F should develop clear articulation of the methodologies used in calculafumyd and asset class
level benchmarksthis is currenthyan area withlagging practice

OP&F should develop separate IPS for the OP&F Post Employment Healthcare plan (PEHC).

This separate pool of assets overseen by the OP&F Investment Departueently about $900 million

in assets,on behalf of the OP&F Boarddoes not have its owtPS. The different purposes, different
potential investment structures and different cash flows of this plan warrant a separate logic and review
process from thedefined benefitplan. 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.

Saff should create a summarized monly compliance report that includesong-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 withéndpproved asset allocation is
working well. All necessary information is available on a timely basis to all appropriate decision makers
and compliance/monitoring agentslhe information to creata newsummary report is contained in the
reports alreadydelivered and compliance is implied in the approach to reporting being utilizeg. Th
monthly compliance report would improvihe understanding of the Board and constituents not as
FIEYATEAFNI 6AGK GKS AYYSNI g2N)JAy3Ta 2F htascCcQa Ay@dSai

78



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

The Boards currently conducting a new ass#bility 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 revieasrconducted in 201 7Duringthe beginning stages of this
review, the Board loweed the discount rate for the plan liability from 8.0% (which was a true outlier
among public pensiondp 7.5% whichis still high The National Association of State Retiemt
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 pasition

The interplay betweerstaff and service providers and the technology infrastructure prowidehigh
degree of confidence that the information is available for all involved to make rebalancing decisions in a
proactive and timely basisThere appears tbe 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, th documentation of the processes followed by the various parties connected to this
processis lagging practice.We found little evidence that the roles and responsibilities of the various
parties that are being implemented well were documented.

OP&Fshould 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 strateggnsistent with standard
industry practices. Nevertheds, approval packetre inconsistent in organization and style. Although a
multiple-page summary was usually contained at the beginning of the typically 50 to 100+ page packet,
short summary page covering specified key points that both summarizedhsaction, identify primary
reasons for its recommendatiomnd note potential risks, could be included as part of the preferred
format.

The external manager compliance monitoring system is prevailing practice level.

There are externatompliance 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 posibiv©P&F.

OP&F should collect all significant policiesatutes,and rules within a single reference document (e.qg.,
the Governance Manual) that is regularly updated.
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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 manualhe manual could be provided to trustessaff, and stakeholders,

with a copy posted on the OP&F websitEBach policy, or groups of policies, could be assigned a time

period for review, with oversight responsibility for the review assigned to a comendt 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 updateér In
to ensure that policies remaump to dateas 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 afteflee performance benchmarking through CEM is a prevailing practice for large
public funds. The past retention byAksia TorreyCou® 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 boardaporting 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 intathe detailed issues generated by the sophisticated strategies being followed by OP&F
nor do they provide an interpretive analysis. For both reports, a writtenléopl Executive Summary
discussion and analysis of results versus expectations is migsirgtype 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/TorreyGeyparate from
the quarterly performane 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
helpdevelopandenhd@®S (G KS . 21 NRQ& dzyRSNRUIFIYRAY3 2F (KS Ayo-
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@ulle risks and potential

rewards of each element of the portfolio structure. These reviews should be presented at least annually
F2NJ SIOK FaasSa Oflraa yrR GKS tfly +Fa | gK2tS G2 |
current with respecto 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 analgsisneedead. 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 revi@emparing performancegersus
benchmarkfor the underlying portfolio managerand noneoccurat the asset class levelThereis also
limited analysis and reporting on liquidity estimates and outlook as a regular part of the monitoring effort.
Overall, there is significant room for improvementhe 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 utilddgn 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 vaborted by external
opinions of the general and specialty consultantsn 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 compliandé thiese 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 monitoaedOP&F and
consideredconsistentwith peerpractices.

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 TCAinepggtregate

and broken out by individual managers within its domestic and global Sponsor Monitor Report each
guarter to OP&FThe Zendrade cost analysis, with accompanying OP&F commentary, should be included
in the external manager fee report to tigoard.
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the Plan and Asset Class level that exist in the calculation of results.

These benchmarks are necessary to aid in the understanding of the pmgfeén 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 periodsnitoedifficult to fully
grasp an undetanding of toplevel 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 Plahevel and individual asset class level benchmarks should be reviewed évgpats.

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 rtmyeough review of benchmark
possibilities.

On an overall basis, OP&F has leading or prevaijmgcticesfor managing external managefeesboth
in public accounts and alternative based accounts.

Fee schedules and guidelines for externally madagprtfolios 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 valatation
reporting of external manager feeshich 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 coinfactors are in place that describe

ht sCQa YIylF3aSYSyd 2F (KS Nralao

Private / alternative asset procedures and practices for external manager fund fee validations have
historically been less robust than the procedures covering publicly traded fundsstrimnt 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 enforcemenhefinstituional Limited Partners
AssociationlLPAstandards fotheir GPs to follow. We understand OP&F has entered into a contractual
arrangement with a third paytfor the purpose of consolidating, validating, and reporting of private fund
management fees, against both a cost basis of AUM and as a percent oftteshgapital, similar to some

other funds. This should be an improvement

The annual manager fee report to the boaahd in the annual comprehensive financial report could be
enhancedby adding relative and absolute performance informati@md breaking aut 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 matepedyided 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 reprts 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.
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OP&F has engaged the benchmarking services of CEM to analyze investment performance and cost. In
the most recent CEMeport for calendar year 2020, CEM reported that OP&F external manager costs
compared favorably to peers, and on arecall basis were 0.8 bps below median external manager costs

for their peer group when examined across 19 asset classes and investment styles.

htsaCQa YIyl3aSN
Policy document.
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A close partnership has developed between the Staff and Consultants, produstrang investment
manager candidatesourcing stream. OP&F appears to be in compliance with the-Qindified
Investment Manager Policy during the manager search processebserved. The real estate and real
asset manager search process is driven more by Townsémel real asset and real estate consultant

than staff, a typical practice among many OP&F peer organizations for specialty asset classes. Private
Equity de 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 fav neanagers 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 documentednd at prevailingpracticelevels. The quarterly monitoring process and
annual deep dive review process staff follows is detaledlicy document and is being executed well.

3.3 Investment and fiduciary risk.
OP&F guidelines for investment risk are appropriate gme:vailing 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 managesmpliance and monitoring process followed by staff and
consultants appears robust although we encourage the development of a more systémsed
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 risfparity and portable alpha in the search for risk adjusted returns has implementation
risks attached to it that cannot be measured through traditional portfolio management analjss.
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 frane perspective of the public plan universe, ESG risks,
actuarial estimation risks, liquidity risks, etshould be addressed by the staff and Board to develop a
better understanding and appreciation of these very real economic and soft risks associttetiev
management of the OP&F portfolicthe analysis and reporting on the potential and actual risks of the
OP&F Post Employment Health Péaa alsdacking.

Developing and maintaining staffingnd talent onthe OP&F investment team is a key risk.

The is a strong commitment to the cause of supporting the Police and Fire officers of Ohio with OP&F
aldlr¥¥o ¢CKS LROGSYGAlIf f2aa 2F (GKA&a OdzZ GdzZNB A& |
Connected to this issue, inevitable investmenfiadr transition is a key, nequantitative risk for OP&F

to consider. OP&F will need both compensation and-compensation incentives such as maintenance

of a great work environment to attract and retain future investment talent. Sustaining the mareagem

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 &@P&FHFs contracted withHuntington National Bank for domestic securities,
and through Huntington to Northern Trust Bank (as sutustodian) for international securities,
respectively.Northern Trust also providef®reign exchange trading, derivatives serviciagd collateral
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management, and investment risk and analytic services

The banking relationships are managed through the Treasurer of @t@i8)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 feebased service offers provided by the banks are contracted directly
through the partigbating agency.

During the most recent selection procesgiich concluded in 2020, thEOS include®P&Fstaff in the
development of the RFPs and in evaluation of proposals. The selection process resoR&Hieceiving
services from the custodial baitkwanted. HoweverQP&Fwvas not part of the contractual negotiations.

The Ohio custodian policy, with the Treasurer of State selecting custodial banks, and the requirement
for an international subcustodian, has over time resulted @P&Following an inthouse strategy with
support from other thirdparty providers,and minimizing services from the custody banks.

Backoffice investment services functions and technology are supported in house at OP&F while fund
based, frontoffice and middleoffice service are included into external manager IMAs. OP&F Investment
Management manages the official boesdrecords 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.

t NEGIFATAY3I LINFOGAOS G LISSNI) LJzof A0 FdzyRa Aa (G2 S
supplemented by other providers as necessary.

The investment applicaticnentric model (as used by OP&FRstheen replaced over time by a nimbler,
integrated, datacentric approach at most institutional investors of similar scale. Custodians have been
at the forefront of this transformation, expanding their service offers beyond recordkeeping,
reconciliationand 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 redeplogetbliver more sophisticated services,
such as portfolio modelling, compliance monitoring, performance attribution and risk analytics, external
manager operational due diligence, as well as offloading -toresuming components of external
manager oversigt from the investment professional staff.

Within the narrower scope of external services provided @P&F the relationship and operating
environment between the agency and its two custodial banks can effectively be summarized as an
G2LIGAYATFGA2Y 2F G(GKS &adzo2LIiAYLEE & d

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 #ective 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 ser@innual scorecards. According to both cd&os, 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 definedervice 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 managathile

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
GKS@ YSIadaNB (KS 6dAaA§¥2 RAALIER NI LIENF hANMICY ® I Ayad (K
across nine key support functions (Huntington National Bank) and twelve distinct support functions
(Northern Trust).

The cash management services provided@®&Fby Huntington and Northern Trustare 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
investmen 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 sttt investment funds (NT)

or money market funds (HNB).

Ohio has a unigue custial services model that does not lend itself to comparison to peers with respect
to cost.

The uniqueness of the Ohio custodial service madekulting in a state domiciled provider for domestic
securities and another (often more highly sophisticatedhk for international securitieg makes it
somewhat challenging to perform an effective economic comparative analysis of services received.

Although the OhicstatutoryOdza 1 2 RA+F f aSNWAOS&a Y2RSt Aa | fF33Ay3
has impoved custody bank selection and oversight processes.

The lack of authority for th®©P&FBoard of Trustees to select the custodial banks is a lagging practice, as
is the lack of authority foDP&Fstaff to directly manage the custodial bank relationshipaotayto-day

basis. Having said that, the current TOS staff are to be commended for taking a constructive and
collaborative approach to working withP&Ro select and contract with the appropriate custodial banks

and proactively monitoring and managipgrformance. Under the current statutory requirement for the
TOS to serve as custodian of B@&Funds, this could be considered to be an effective approach.

TOS and OP&F should take steps to ensure that the current positive custody relationshipscedses
continue to improve.

We recommend thattie Treasurer of State anmdP&Fdevelop 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
asnew Treasurers are in office.

¢tKS ¢ AY hKA2 wWSOA&ASR /2RSS mMopdnox aLyadaAdGdziazy:
severely restricts the selection of potential custodial banks which can s@R&F

2 KAE S GKS & I natemiaSbank, any bh&hk doingdbusihéss 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 stateljgible to become a

LJdzo f AO RSLIRZAAG2NEY &adzomaSOG (2 aSoOliAizya mopdnm (2
0KS LIKNI}aS at20FGSR Ay GKAa adtrisSé KLFLa 0SSy AydaSN
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global custodial bartk As a result, an additional sabstodial 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 whichhas an irstate 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, andnder 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 enaging selection of istate investment managers,

there is typically a qualifier that the managers must offer competitive services to other managers being
O2yaARSNBRO® LYRSSRXY GKS hKAZ2 &il-gudifie8 agy dfersizNI 3 S a
qu f AGeY ASNBAOSazI IyR alF¥Sie O2YLINIrotS G2-20KSNJ
based custodial banks do not offer international support, they do not offer comparable services to the

many other global custodial banks available éove OP&F.
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3.1 Investment policyand Procedures
Scope of Review

The Contractor will perform an evaluation of the board investment policy and procedufée
Contractor will:

3.1.1 Review the process by which the investment policy is adopteccantpare 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
dzy RSNAR G YRAY 3 PRaRd aottiadaC cdaractdriatigsl ahd ik laccordance 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 policgasnpatible with the most recent asset/liability
study and fiveyear experience review;

3.1.6 Evaluate the adequacy of the mechanisms and decisiaking processes utilized for
setting, periodically reviewing, and rebalancing the asset allocation;

3.1.7 Evduate 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

319 9@l fdzr S K2g 2F0SYy YR o0& gKIFI{G LINRPOS&aa (K
guidelines, angbrocedures.

Review Activities

C2NJ 2dzNJ  3aSaavySyd 2F GKS . 2FNRQa Ly@SadavySyd t2tA
sources of information to complete our assessment and comparison to leading, prevailing and lagging
practices:

f ht g Carént IGvestment 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 consultawilshire

Interview with the prior general investment consultarfRussell

Interview with OP&F specialty investment consultagtsSTownsend (Real Estate) and Aksia

TorreyCove (Private Equity)

1 Interviews with Bridgewater Associates and Grosvenor and Russell Investmerusent
investment managers

1 Interviews withOP&F Custodians Northern Trust and Huntington Bank

1 Interview with the OP&F actuaryCavanaugh Macdonald

= =4 =4 4
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1 Risk reports and analyses provided to the OP&F Board

1 Investment compliance reports

1 Performance reports and investment structure reports from Wilshifewnsend and Aksia
TorreyCove

1 FAS investment policy and operations knowledgebase

T htgCQa lyydzadt Ay@SadyYSyid NBLR2NIa aiyoS uwHnawmy

1 OP&F CEM reports

f ht 3CQa Y2 a iliahly &y @nd HiscdsSahs regarding the adisdility study now
underway) and anual Actuarial Valuations delivered

T ht 3CQa Y2 agearN@ibngeireviewh & S

T htgCcQa NBoOolIflIyOAy3d NBGASGa YyR Y2yiGKfe LRNIF2C

f htsCQa .2FNR YAydziSa

f htsCQa Ly@SadyYSyd wSLR2NIa RStAGSNBR G2 (G4KS .2t

T htaCQa Ay@SaldyYSyild LR dsseOddassRP2oQyd¥otthy, SddanAah NBroker O

policies
1 htgscCcQa Ay@SaidyYSyid FAtSa NBEFGSR (G2 aLISOAFTFAO Ay
T wStSGlIyid htascQa AYyOiSNyrt | dzZRAG NBOASsa FyR {{l
1 Ly@SadyYSyid DA RSt Ay Sa | yefal #isSebmahagadsS SYSy ia F2NJ h

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, tHabilisetstudy, investment

reports and rebalancing reptsr 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 an
risk tolerances

4. Assessed consistency between the IPS and the asset allocation, the asset/liability study, and the
most recent fiveyear experience study.

5. Reviewed mechanisms and decisimaking processes for periodically reviewing and rebalancing
the asset allocation

6. 901 fdzr ISR ht 3CQa LRfAOASA IyYyR LINI OGAOSa FT2N R2

7.1aaSaaSR htgcQa O2YLX Al yOSiegahdpibceRiOamyideyiiie§ R Ay @
any issues

8. Reviewed OP&F Board and staff policies and processes for periodic review and updating or
investment policiesguidelinesand procedures

9. Observed how the Board assesses risk during the asset allocation pracdss

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 decisi@king process that guides the establishment and
implementation of investment policiefollowing 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 demonstratdegqeu 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 IFBe 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 agteethe 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 interestsThe SIB documents these philosophies as a guide for use by the staff when
implementing the investment portfolio ahprovides 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 operationsfotlay RQa Ay @SadyYSyi
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 fduciary for the Plag the Board- and kept current, reflecting input from all aspects of

the sponsoring organization and service providers assisting theBuaiftl. In situations that a formal SIB

does not exist, the IPS establisheim accordance with appropriate Laws, Rules and Regulatioins

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 strategiet 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 multiyear (typically &-years) period. Most plans, including OP&F, conduct asset / liabiliyestu

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 classasticipated risk adjusted alpha potential and the operational ability to
AYLX SYSyld RSaAaANBR OKIFIy3aSa 2@0SNJ GKS tflyQa AYLI SYS
of the plan are typically incorporated into the ALM analysiwith an analysiof 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 considaevhether 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 uakdssordinary 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 itsotapens 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 outames, 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 thélAdnalysis.

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, approvédy 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
NEGASE 2F GKS ttlyQa | OhGdzr NAI £ GRSIINEINIIAS/NNIEARAYO 2 T
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
LX I yQ& | 0 A foledtidl chlienges tzihi Icutrght godernance 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 Boadeétstand 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 investingtnategies and the portfolio risk management
program should be defined and documented in the IPS.

IPS Development Standards of Comparison and Findings

IPS Development Standasaf Comparison Findings

The IPS typically includes the conclusions of a strategic asset allocation Yes
and is adopted for a muljiear (typically &-years) period.

The Board actively participates in a robust strategic asset allocation proc Yes
through the ALM study.
The strategic asset allocation process should include implementation Yes

schedules, approved by the Boawdhichoutlines expectations for the
investment office to move to the new asset allocation over time when the
are significant allocation changes.

A Statement of Investment Beliefs (SIB), written and adopted by the Boa No
typically either incorporated into a Statement of Investment Policy or
developed separately with the outcome incorporated into this document.

The process and frequenayrfreporting on investment strategies and the Yes
portfolio risk management program is defined and documented in the IPS
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Conclusions

TheOP&F Boartbllowsstandard 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, satlimit (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 ky 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 discussiorr@unding the development of the investment
policy to be at theprevailingpractice 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 benefjtlzgies
policeand fire officers of Ohio.

There are many points typically brought up in a Statement of Investment Beliefs (SIB) contained
0KNRdZAK2dzi GKS htgC Ay@SadyYSyid R20dzySyidl GdAzyo h t
include in a separate SIEhisdocument would provide the philosophical foundation for the approach

that OP&F is using to manage and administerrtgement plans for the organization. In particular, this

could includethe reasoning behind the adoption Gék parityas the overridig investment structure; the
acknowledgement of the ability to garner the tools and resources required to implement this approach

on aplanwide level the utilization of active and passive strategies; the reasoning behind the use of
portable alpha strateigs; the use of diversifying investmengnd 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 notraditional suggest that inv&ment education is particularly important for the
OP&F Board. We observed evidence wb tn-house investment trainings conducted durin@\@Dand

three since January during the investment committee on portfolio constructidaring our interviews

we abserved strong interest among Boamtembersin becoming integrally involved in overseeing the
investment portfolio ¢ including interviewing all new managers employed by OP&F. We see a
continuation of the recent trend of almost monthly educational sessidmsng investment meetings
would be viewed positively by the Board/hileongoing educatioiis part of the process of getting Board
membersup to speed on the overall workings of OP&f&ff should provide regular focused workshops
with the assistance afonsultants and managemn 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 portfolicCreationof 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 agdratzed leadership from

staff. For exampleWilshire ¢ supplemented by Bridgewatershould continue providingraining on the

risks and benefits of the risk parity approach including liquidity management under stress scenarios even
in nonALM related periodsRussell should preseand provide education on their liquidity management
role.
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Recommendations for Improvement

R3.1.1.1 The OP&F Board shouttevelopa Statement of Investment Beliefs (SIB).

R3.1.1.2 The OP&F investment staff and consultants/managers shopitdvide 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 policstatement and compare it to industry best practices.

Expectations

The IPS serves as a strategic guide in the planning and implementation of an investment prolgeam.

IPS articulates unique issues related to governance of the investment program, estalajgtropriate

asset allocation targets, incorporates policies and beliefs used to implement an investment program with
internal and/or external managerand establishes the approaches and frequeréynonitoring results

and risks. The IPS also estat@shccountability 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 instinctivepanses 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 Inestment 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 Standasaf Comparison Findings

The Investment Policy Statement (IPS) specifies delegations and
responsibilities, including:
1 Defines the major risks and risk management approaches, includi Partial
links to underlying liability structure.
T Includes the assetllocation, implementation approach, rebalancing Yes
and performance benchmarks both for asset classes and for the f
as whole.
Makes levels of delegations and related accountabilities explicit. Yes
Incorporates a Statement of Investment Beliefs (raksp be free No
standing).
It is detailed, yet clear and concise. Yes
The IPS articulates the principles that are important to the Board 1 Partial
provide guidance to staff rather than a rulbased approach with
limited flexibility.
The IPShould focus on investment portfolio structures and policies that Yes
govern investment functions and practices.
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Conclusions
The OP&F Investment Policy and Guidel®edement(IPS) is at prevailing practice levels in most areas.

It is detailedyet 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 islsommted 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 HsépasteUS and
internationalpolicies) Securities Lending policies, Manager Sedrofestment ManageEvaluation and
Monitoring policies, Private Credit Policies, Private Markets Investment Policies, Real Asset Policies, Real
Estate Policies, Securities Litigation policies, Iran/Sgal@hpresumably Russiaimvestment policies and
reports, Derivatives Policy, and the Brolsaiectiorpolicies.

We observed an acknowledgement of the linkage between the investment objectives and the Plan liability

in the language of the IPSThedesire to maintain 3§ear funding and achieving full funding on an
actuarial accrued liability is statetut there does not appear to ban understanding of the explicit

linkage and a sensitivity analysis regarding these key assumptions. Leadirgepraganizations link the
investment allocation detailed in the IPS to the unique liability characteristics and funding policies of that
ALISOATAO LI Iyo loalSyid GKAa Fylrfearas GKS £23A0
actuarialgoals 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 thé study currently underway. For instance, a synopsis

of the Felbuary 2022 Wilshire presentation on upcoming capital market return expectations and active
NEGdzZNY | dadzYLliAz2ya akKz2dzZ R 60S AyOf dzZRSR Ay iS Lt {
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. Weggest Wilshire and Cavanaugh MacDonald could work
together to identify key liabilityrelated variables that could impact funding levels and develop enhanced

j dzF NISNI & NBLRNIAYy3a G2 06S AyOfdzZRSR Ay 2 Afad&ualh NBE QA&
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 thesind 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
guarter are an example of the type of reporting that could be developed that aliealywith corporate

plans. The expectations/understanding of these factors could be included as a new section in the IPS
similar to the way capital market assumptions are outlined in the IPS ptegmphasize the importance

of expected actuarial outznes. 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 imphet health of the DB

plan.

Additionally, articulating a Statement of Investment Beliefs (SIB) (see above) by then®odagrovide
better support and justification for the approach staff utilizes in the implementation of the investment
program. In pdicular, 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 stratedggsplan participants. The SIB

O2dzA R Ffaz2 &aS3i F2NIK htaCQa I LIINRIOK (2 9YODBANRBYY:
Responsible Investment issues. By articulating the logic for the investment program and the approach

being utilized we bé&tve this will allow greater transparency to stakeholdeesd hopefully furtherance

of trust will result.

Recommendations for Improvement

R3.1.2.1 The IPS should beodified to reflect the unique liability and risk assumptions tfie 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 classncludingthe logic used to develop each dhe assumptions The
active return assumptions for each asset class should also be included and discussed in the
IPS includingseparatingbetween short and long term expected results given the current
economic outlook.
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3.1.3 IPS Completeness

Determine whetherOP&R & Ay @SaidyYSyid LRt AoOe AyOfdzRSa | ff
understanding oOP&®a FAY | YOALf FyR | OGdzr NAFf OKFNF OGS
investment and funding goals, amndk 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@omparison Findings

Overall structure for setting and reviewing the asset allocation is provided Partial
the IPS, including the risk profile and return targets.

Documents the policies, processes, and responsibilities for:

9 Selection and use d®enchmarks No
1 Rebalancing for both asset classes andasset classes or styles, Yes
including levels of tactical over/under weights
T Liquidity Partial
1 Securities lending, including collateral management and policies Yes
1 Foreign exchange Yes
1 Transitim management Yes
1 Use of brokers Yes
1 The standards for permitted and prohibited investments Yes
1 ESG considerations No
1 Any specials programs (e.gsstate, MWBE, Iran/Sudan, etc.) Yes
Monitoring methodology for portfolios, whether external mternal Yes
Prohibited investments are specified. Yes
Delegations to the investment staff are explicit, as are the conditions for Yes
those delegations.
Decisions reserved for the Board are explicit Yes
The framework and process employed @mvelopment of internal N/A
management strategies (if applicable) is documented.
If there are other retirement plans, for example DC or hybrid plans or No
healthcare plan, they have their own separate IPS document.
Conclusions
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The IPS articulates invesént 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 characteristicso tiraits 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 intervews withstaff, external advisorand managerssuggested a welleveloped understanding of

the liquidity risks inherent in the approach OP&F is taking to implement their investment program. The
daily liquidity monitoring in place isomprehensiveand at aleading practice level. We did not find
documentation of the sophisticated liquidity monitoring process included in the LRfbidity planning,
monitoring and a full exploration of the liquidity assumptions are particularly important to document for
the Board andexternalstakeholderunderstandinggiven the risk parity approach in place.

One additional area of the OP&F IPS we fourgbing 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 ripkrity 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; IS well as
expectations for future benchmarks including any transitibenchmarks that are in place given
meaningful asset class transitions in illiquid investments that may be underway.

While Wilshire reportsfrequently detailed aspects of the required informatioQq we expect this
information to be contained in the IPSor example, the Jarary 2019 Wilshire presentation on the
possible choices for the MidStream Energy Infrastructure welsdocumented. This omission can be

easily rectified by developing a separate Statement of Historic and Prospective Plan and Assset Cla
Benchmarks. Consultant educational input in developing this document would be helpful in assisting the
.21 NRQa dzy RSNEROFYRAY3I 2F gKIG o0SYOKYIN] OK2AO0Sa
faced with similar benchmarking issues.

AseparatelPS 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 a
IPS from our review of the documents. The different purposiégrdnt potential investment structures

and different cash flows of this plan warrants a separate logic and review process from the DBhgan.
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 BoahdBoard tookactionto improve

the fiscal viability of the PEHC fund in 2019 whiee future viability was in serious question. The low

level of contributions into the fund versus the revised benefit structure places thet&ngviability of

this fund in question.
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Recommendations for Improvement

R3.1.3.1 Asupplemental policy document detailing the OP&F Plan and Asset Class level Benchmarks
should be added to the series of Supplemental IPS repartsludingtransition benchmarks
when they apply.

R3.1.3.2 A supplemental policy document should be developadpporting the IPSdetailing 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 (i@&)anitoring process for
the Post Employment Health Plan reflecting the shosind longterm 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 statéme
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, delivegpproval,and oversight of Yes
strategic and tactical investment plans, including rebalancing, are followe

There are measures in platemonitor the asset allocation on a retiine, or Yes
reasonably real time, basis.

Where it is impractical to achieve the asset allocation in the IPS (for insta Yes
where there is a major change to a private asset class) there is a transitid
plan inplace, and it is monitored and reported upon.

There are appropriate periodic reports on the actual asset allocation to th Yes
Board.

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 agentsDiscussions with the Investment Operations officer regarding the
checks and balances of cash management operatEsng/ell as discussions with the Russell PM were
particularly enlightening and provided strong evidence this area is being managed withTdaeedual

and complementary approach of documenting daily investment positions and cash flows between Russell
andht 3CQa Ly@SadyYSyd hLISNIdGA2ya adFFF | LIS NBR LI N
area to the OP&F investment approach. It was beyond the scope of this review to evaluate the efficiency
of the inrhouse developed accounting system of likimultiple 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 longerm notional taget), rebalancing activities that took place during the
prior month, and estimated returns. The quarterly Wilshire reports, independently produced, show actual
versus longerm target allocations at the end of each quarter and separately calculated rpeaface
results.
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Werecommendan abbreviated compliance repdre produced and delivered to the Board that provides

assurance of compliance with the shaaind longterm policy guidelines as part of theonthly portfolio

valuation reports delivered to the Board. The information to create this summary report is cathiaine

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 withthe innerwd Ay 34 2F ht sCcQa Ay@SadyYSyd ain

Notional Exposure

Asset Class Target Range
Growth Assets
Equityq Dom 21% +/-6.3%
EquityL y G Qf 14% +/-4.2%
Private Markets 8% +/-2.4%
High Yield 7% +/-2.1%
Private Credit 5% 6%13%
Total Growth 55% +/-9.5%

SafetyOriented

Core Fixed 23% +/-4.6%
Cash 0% +/- 3.0%
Total SafetyOriented 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-teng
and interim investment guidelines, asseallocation 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 Compatibilityvith Asset/Liability Study and Experience Review

Evaluate whethe©P&Fnvestment policy is compatible with the most recent asset/liability study and
five-year experience review.

Expectations

These overarching governance documents (e.g., SIB antP8)eshould 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/Lisibi Study and Experience Review Standards of Comparison and
Findings

IPS Compatibility with Asset/Liability Study and Experience Review

Standardsof Comparison Findings

The IPS is compatible with the most recent asset/liability studyfiand/ear Yes
experience review.

Should there be major differences between the most recent asset/liability| Yes
study or experience review, the reasons should have been made explicit
the Board should have taken affirmative action to accept them

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 experice review was conducted in 201uringthe beginning stages of this
review, during their Felruary 2022 meetingthe Board decidedo lower the discount rate for the plan
liability from 8.0% (which was a true outlier among public pensitmg)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,ar@figating the

OP&F is still a full 50 bpdove the averageTheassumptions for aftefee active returns imbedded in

the Wilshire presentatiomre high for the public asset categories but in keeping with the risk gaaited
investment approach adopted by OP&F.

TheALM process undertaken dag 2017 by Wilshiras consistent with prevailingracticesamong peer
organizations. The reporting and processes used by Buck/Condue@aaadaugivcDonald during the

prior 5 year period ending Deenber2021, including the annual actuarial updatesre 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 darstanding 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

BEvaluate the adequacy of the mechanisms and decismaking processes utilized for setting,
periodically reviewing, and rebalancing the asset allocation.

Expectations

A written rebalancing policy should specify the criteria for rebalancing @odedures 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 ah@arison Findings

There are adequate processes in place to monitor actual asset allocation Yes
to be able to recognize the need to rebalance in a timely manner.

Rebalancing responsibilities, processes, and provisions are well defined. Yes
Rebalancing decisions are waticumented. The files are reflective of the No
processes and actions undertaken and the reason for those actions is

documented.

The actual process of rebalancing is-bslsed, sophisticated, and consisten Yes

with the investnent philosophy of the fund overall.

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 Investthents
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 tlussgomsg 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
confidencethat information is available for all involved to make rebalancing decisioagroactive 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 néedebalance 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 theegso
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 wellere documented. Thislack 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 faatugdéy 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 documeation 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 fdmprovement

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&Febalancing 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 whetherOP&Fpolicy specifies to what extent the basis for particular investment
decisions should be articulated in writing by the Boar®#&&Fstaff.

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 rationalanfdr
appropriateness othe investment.

Due Diligence DocumentaticStandards of Comparison and Findings

Due Diligence Documentation Standards of Comparison Findings

Due diligence processes and standards are well documented for:

T Investment fit Yes
1 Investment due diligence Yes
1 Operational due diligence Yes
Duediligence activities and reports and investment memos are retained Yes
electronically to document strategy and processes.
Investment decisions and rationale are weaticumented Yes
The files are reflective of the processes and actions undertaken Yes
The Investment Committee periodically (e.g., biennially/triennially) review No

strategic and decisiemaking documentation formats from tir@-time to
enable assessment/ suggestions as to their fiduciary/communication
effectiveness.

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 practi®eard
approval packets described the in@ents 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 andmecatations from the CIO
FYR GKS . 2FNRQ& A~héRilSsLagyfdathgdieledirarigallyia OB&F and were made
available to us electronicallyNo 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 multigdage summary was usually contained at the beginning of the
typically 50 to 100+ page packet, we did not see any cofmaéepage summaries of key pointslse of
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amoreuselfF NASYRf &3 dzyAT2NY FT2NXIFG F2NJ Ay@SadySyd LN
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 @mge summary.
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3.1.8 ImplementationCompliance

Evaluate the extent to whictOP&F observes its formal written investment policies and
procedures, and identify what, if any, practical problems have resulted either on a systematic or
isolated (butsignificant) basis.

Expectations

There is a comprehensive investment compliance program in place that incorporataageeand post

trade compliance with investment guidelines, and compliance at the prohibited security, portfolio, asset

class and fundelels. 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 StandarodsComparison and Findings

Implementation Compliance Standards of Comparison Findings
There is a comprehensive compliance program that monitors fund Yes
compliance with investment policies, and it is adequately resourced.
Compliance technology issed appropriately. Partial
The Compliance function is independent of the Investment function. Partial
Compliance has the access needed to books, records and personnel to Yes
perform its function.
Due diligence compliance checklists ased,and reviews are documented Yes
and monitored.
Due diligence is handled by competent personnel. Yes
There are no perverse incentives regarding compliance or due diligence. Yes
A policy for handlinghvestment compliance exceptions is clearly articulate Yes
including when the Board should be informed
Compliance exceptions are documented. Yes
Compliance applies to both externally and internally managed investmen Yes
An effectiveinternal audit capability and process that monitors investment Yes

processes and controls.

Conclusions

As was referred to in section 3.1.4, OP&F has senugffactivereporting system to provide appropriate
real time investment position monitoringp 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
GaSO2yR tS@Sté¢ 2F O2YLIX ALFYOS Y2yA(G2NRYy 3 payedNS |j dzA NI
remain in compliance with the investment guidelines established for their individual portfolibiés

system should incorporate prand posttrade compliance reporting against investment guidelines at the

manager level We found an external maaagompliance monitoring system in place and believe OP&F

is acting at prevailing practice levels with this manager compliance monitoring effort. Oveg &mes

described in Section 3.4 belaywe 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 believeytems 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 pregaifidustry 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
inthelnvestmg’ & al yF 3SNJt 2f A0& |yR t NEOSRdzNB R20dzySyiz S
selfmonitoring of the portfolio and notifying the Staff when there are any deviations from the guidelines

YR 6KSY Y2RATFTAOIGAZ2y A (2 W&btedhdmiRiSélligh&deportihngg 0SS | |
to the ORSC for compliance with Sudan/Iran and potentially Russian investments. While FAS industry
1y26ft SRIS adzeyY2yaAL2 NAKAEE «ABINRI OK (2 o6S i LINBOI AT
to establish a real time, systemzased compliance monitoring systemypically through a custodian or

similar service provider. The OP&F reliance on many collective trusts to implement their portfolio
approach in public markets such as the Bridgewater Pufdpha relationship and the Grosvenor Flight

Fundg suggest such an external compliance monitosggtemcould be more difficult to implement for

ht 9C OSNEdzA 2 G KSNJ LIS S NI-2NBA GyZANA- yiHRE2 yIa dLI2 NIKAS? yilza2ST 20K
required. Over timewe believe consideration of a real time monitoring effort would be appropriate for

OP&Fbut recognize the investment approach could make implementation more difficult than with peer
organizations that do not follow a riglarity based pproach for plan level asset allocation and extensive

use of portable alphdrased strategies.

The fact that all funds are managed externally suggests independence in the compliance reporting process
against guidelines. Other aspects of this fiducpasformanceaudit report raise the issue of whether the
Investment Operations areacurrently reporting to the Office of the Chief Investment Offigeshould

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 Continueto evaluateexternal 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 revieR&ER & ¢ NA G GSy LJ2f
guidelines, and procedures.

Expectations

Good governancel OG A OS& ONBFGS GKS F2NXIFE Ay TN aTheldzO (i dzNB
formality and accountability that derives from good governance practices, including the development and
adoption of clear and comprehensive policies (and compliance witth policies), is essential to
demonstrating prudenceThe 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 thefiduciary 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 anguidance to the board and staff, establishing clear limits or standards to be
met in the execution and implementation of boaaghproved objectives.

In establishing policiest is important that trustees periodically benchmark their governapcectices

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 activeek the advice of consultants, counsel and/or other

experts who have access to such information. Reviewing and analyzing peer practices can assist fiduciaries
AY RSUGSNNAYAY3T y2i 2yfe K2¢ (GKSANI Tdzy R B KHitiaeadsSvyQ
ARSYy(GAFeAy3d 3TlLlA YR adNBy3aIGKSyAy3d GKS aeadsSyqQa 13

A prevailing practice among pension funds is to establish a governance policy framework and compile
governance policies in a governance policy marilied.govenance policy manual is a central repository
F2NIFEf 2F GKS o021 NRQa 32 g&ingdy shéest is Rriandbdeér iggbdirce F Y R &
for the board, staff, professional service providers, participants, and stakeholders.

Policy Review Stamadds of Comparisoand Findings

Policy Review Standards of Comparison | Findings
Each policy includes a minimum timeframe (e.g., annually, biennially, Partial
triennially) for review and updating, as appropriate.
The Board obtains peer policpmparisons when reviewing each policy. Partial
Policy review responsibilities are clearly assigned to the appropriate Boal Partial
committees.
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Conclusions

¢tKS htgaC D2@SNYIyOS alydzZZ s G23SGKSNI gAGK htscCcQa |
usually included in peer governance or policy manu&eme, but not all, are identified for review and

updating after a specific time periodP&F des not have a policy that requires a benchmarking process

when policies are updatedThere are also a number of additional policy recommendations contained in

this report and which are summarized in Exhibit

We recommend that OP&F bring all of its s@aigive policies together in a comprehensive manual. That
would be a valuable trustee training tool and provide easier access to governing policies forusers.
manual could be provided to trusteestaff, and stakeholders, with a copy posted on the GR&ebsite.

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 positidn. order to ensure that policies remairp to

date as circumstances and peeractices 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 policiestatutes, and rules withina single reference
document (e.g., the Governance Manual) that is regularly updated and make it available to
trustees,staff, and stakeholders, including on the websit&ee also Recommendation 1.3.3.

R3.1.9.2 The Board should establish a policy feither 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 investmentse
Contractorwill:

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;

322 9@l fdz2r S htgscQa LINRPOS&a F2NJ YSFadz2NAy3Ix S¢
directed brokerage and commission recapture (if any), and compare the process to
other funds as well as public or private thiparty industry surveys.

3.2.3 Evalate 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, includmegttansparency in the
decisionmaking 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 etgeh process

Review Activities

C2NJ 2dzNJ FaaSaavySyid 2F (GKS . 2INRQa Ly@gSadySyd t2fA
sources of information to complete our assessment and comparison to leading, prevailing and lagging
practices:
ht 3CcQa OdaNNByid Ly@gSaidySyd t2fA08& FyR DdZARStAyYySa
available
1 Interviews with OP&F investment staff
1 Interview with the OP&F general investment consultawilshire
1 Interview with the prior general Westment consultant Russell
1 Interview with OP&F specialty investment consultaqtsTownsend (Real Estate) and Aksia
TorreyCove (Private Equity)
1 Interviews with Bridgewater Associates and Grosvenor and Russell Investmerdsent
investment managers
1 Interviews with OP&F Custodians Northern Trust and Huntington Bank
1 Interview with the OP&F actuayCavanaugh Macdonald
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1 Risk reports and analyses provided to the OP&F Board

1 Investment compliance reports

1 Performance reports and investment structure reporteni Wilshire, Townsend and Aksia
TorreyCove

1 FAS investment policy and operations knowledgebase

T htgCQa lyydzadt Ay@SadyYSyid NBLR2NIa aiyoS uwHnawmy

1 OP&F CEM reports

f ht 3CQa Y2 a iliahly &y @nd HiscdsSahs regarding the adisdility study now
underway) and annual Actuarial Valuations delivered

T ht 3CQa Y2 agearN@ibngeireviewh & S

T htgCcQa NBoOolIflIyOAy3d NBGASGa YyR Y2yiGKfe LRNIF2C

f htsCQa .2FNR YAydziSa

f htsCQa Ly@SadyYSyd wSLR2NIa RStAGSNBR G2 (G4KS .2t

f ht 3CQa Ay dSai néhs dor daith fags€d &lasRk PrlxgizVoting, Sudan/Iran, Broker

policies
1 htgscCcQa Ay@SaidyYSyid FAtSa NBEFGSR (G2 aLISOAFTFAO Ay
1 wSt SOl yid htscQa AYGSNYLEt | dzRAG NBOASHA FyR {0
f Investment GuidelinesandféeI NBESYSy ia T2NJ htscQa SEGSNyLt | a

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 wittaféf 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 reviev 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 issugget should emphasize the oversight and policy roles

of the Board and not be used as part of an investment decisiaking process. Monitoring reports
should include whether portfolio, asset class and total fund performance are within expectations with
regad 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 Conpliance Standards for Comparison Findings

Performance and risk reports are compiled at least quarterly. Appropriats Partial
flash reports are available to the investment staff. A manager/GP monito
policy defines frequency of due diligence visitswa#l as whether irperson

and/or onsite visits are required and conditions which dictate a special vi

Monitoring policy and practice include benchmark comparisons, personn Partial
and other organizational change notices, regulatory notices, etc.

Investment management agreements provide for external managers to Yes
provide notice to system in the event of material personnel changes, cha
in corporate structure, regulatory investigations or findings, etc.

Investment management agreemerdsd broker agreements provide for No
annual ethics confirmations.

Investment management agreements with outside managers, and the Yes
equivalent policies for internal management, should define appropriate
benchmarks, expected risk profiles, permissible arahibited investments.

A general investment consultant that is hired by the board, provides coun Yes
to both the board and investment staff, and opines on investment staff
decisions. The consultant reviews both internal and external manageme

Secialty consultants (where appropriate) hired by the board, provide cou Yes
to both the board and investment staff, and opines on investment staff
decisions. The consultant reviews both internal and external manageme
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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-fefgeperformance
benchmarking through CEM is a prevailing practice for lardpigpfunds. The past retention éksia /
TorreyCoveo perform a review of private equity performance and fees based on OP&F historic cash flow
records assured accuracy and transparency of CEMfaearesults 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.

TheWilshire reportsarethe primary source of performance and portfolio information for the Board. The
monthly Portfolio Valuation sumaries provided by staff arémely 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 levedefrstanding of

the investment programbut do not get into the detailed issues generated by the sophisticated strategies
being followed by OP&Ror do they provide an interpretive analysiforboth reports, a written top

level Executive Summary discisssand analysis of results versus expectations is misdihgprovision

of this type of Executive Summary analysis from an independent third party such as an investment
consultantisa prevailing practicéor Board reporting of investment resultsThistype of interpretive top

level analysishouldbe 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/Torreysgpegatefrom

the quarterly performance reporting processprovide a greater level of detail on the investment
structure and philosophy behind the portfolio strategiheseperiodic structure review presentations are
essential elements of the OP&F monitoring @8 a3 &4 | yR KSt L] RS@St2L) | yR
understanding of the investment portfolio philosophy. The review of risk, liquidity, interim target
allocations and alpha expectations from the structure and individual mangigeasbuildup approach

are orshould 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 £ligind 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 assumptiondr domestic equity detailed in the ALM analysis. While we observed these reviews
were periodically presentedhey should be presented at least annually for each asset class and the Plan
Fa + gK2ftS G2 |aadNB (KS . 2 NR®@ant vdidy ilespdditcl thegeR A y 3
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, anchagers, 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 classl attribution and lnited
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 ofpointsin time portfolio structure reviews versus benchmark for the underlying portfolio
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managers and none at the asset class levighereis also a lack adinalysis and reporting on liquidity
estimates and outlook as a regular part of the monitoring eff@tven potential fuidity 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, strategyand the btal 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 requirera@itthe OP&F portfolio.
Potential systems enhancements through the custodian or other service provider(s) could be required to
deliver whatis necessanyto report the level of portfolio risk and position reporting and analysis for the
OP&F Board. We csitler the quality and depth of reporting being delivered today lagging at @QP&F
especially given the level of sophistication evident in the investment program.

We found the due diligence processilized in the monitoring of external managers both thordugnd
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 Boawd level
supported by external opinions of the general and spécieonsultants¢ can be considered leading
practice. While OP&F appears to be at a lagging industry practice with respect to consolidated
performance attribution, performanceand risk reporting and analysis, we believe OP&F excels at Board
transparencyat the manager leveleview process. We believethat over time,the OP&F Boardhould

becomemore focused on top level oversigtdii KS . 21 NRQa SYLKIFaAa 2y Yyl 3¢

We view this delegation of investment manager decisions to safading 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
prevailingpractice among OP&F peers. The adoption of a manager reporting requirement detailing the
actual standards OP&F expects service providers to complywitld provide meaningful reinforcement

of expectations that these standards are adhered to when implemeitivgstment decisions on behalf

of OP&F membersThis should also includeequestto 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 foraiudinga discussion
of attribution and performance highligts reviews at the Plan level.

R3.2.12 9y KIyOS (GKS . 2FNRQa NBOSALII 27F ttly tS@St
these reviews at least annually.

R3.2.1.3 Enhance quarterly OP&F Board reporting at the asset class level by includingdpassd
analyses of holdings versus benchmankcludingliquidity analyses and forecastand draw
down analysesat 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

9@l f dzF G S bss foCeasurindNBv@iuating, and controlling transaction costs, directed
brokerage and commission recapture (if any), and compare the process to other funds as well as
public or private thirdparty industry surveys.

Expectations

Prevailing practice withespect 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 botintitative factors (e.g., price,
commission, spread, implicit market impact, and size of the trade relative to volume) and qualitative
factors (e.qg., likelihood of execution within a desired time frame, market conditions, ability to act on a
confidential bais, 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 ialso 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 ifiseects.

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,teh with consultant assistance. Investment managers mutually agree

G2 RANBOG I LISNOSydGalr3IsS 2F GKSANI LR2NILIF2fA2 dzy RSNI Y
The objective is to select a percentage amount that generates substantial comnsasiogs, without

hindering the investment manager's ability to execute investment strategies that meet the objectives set

forth in the investment management agreeme(iMA). Many funds of the scale of OP&F choose to not

utilize directed brokerage based op 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 elationships. The disclosure usually covers payment for order flow, soft dollars, covered
SELSyasSas YR (KS yIGdNBE 2F GKS oNR]1SN asSt SOiazy
amount by which a commission exceeds the price of exeg@ittansaction. 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 magjithe 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
O2YLX Al yOS ¢ A (K rdugha bEstakdt@ian analgsisA The Biestniert 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 tra@ifga 1 & 2 F GKS TdzyRQ4&
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
incometrading costs.

Transaction Costs Standards of Comparison and Findings

Transaction CostStandards for Comparison Findings

There is a program to evaluate external trading to ensure that all securitie Yes
transactions be affected to the beatlvantage of the system regarding pricq
and execution.

Investment Managers provide an accounting of soft dollar transactions ar Yes
explanation of the goods or services received by the Investment Manage

Internal audit and/or the Board perioditia reviews soft dollar and Partial
commission sharing arrangement usage.

There is a policy for oversight of foreign exchange by st8#eSection 3.4.2 Yes
For funds with internal management, a continuously updated and vetted N/A

database obroker-dealers qualified to perform execution services for all
internally managed portfolios.

Conclusions

Transaction cost management and broker practices are controlled and monitored at OP&F and considered
on par with standard practicescross the public pension plan space. The overarching policy that governs
the program is the Ohio Police and Fire Pension Fund Broker Policy (last updated 1/24i08) the
document, a number of key aspects of the policy are detailed including

9 The ddegation of discretion from the board to external managers for placement and execution
of trades;

1 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 &@estution above all others;

1 The utilization of thirgparty transaction measurement service reports as an evaluation of trade
efficiency and the sharing of results with external managers;

1 The rules regarding soft dollar transactions;

1 Conditions under whiclthe board may direct external managers to use their best efforts to
execute a certaipercentage of their commission business with designated brokerage firms;

9 The limitations and process for commission recapture and the reporting of it;

1 The reference of Ohio statutes governing the use of Ohio domiciled brokers and the objectives
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for consideration of womenand minorityowned brokers; and
9 The criteria to be considered by external managers when determining their pool of eligible-broker
deaSNBR 6AGK ¢gK2Y (2 O2yRdzOG GN}YRAY3I 2y ht3sCQa o

The Ohio statute governing broker selection is considered a typical and prevailing practice, and while a
targeted goal to increase utilization of Olgoalified brokers would not be considered as such, libst

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-Cantdied,
womenowned, and minorityowned brokersthose practices are subordinate to best execution policies.
Inessence,Ohio 8 SR ' yR 20KSNJ oNR]1SNI IS dziAt ATl GA2Yy NBIj dz
O2yaARSNI GA2YyE G2 GKS o0NERI RSNJ dzy A @ SthakaBoveal othel JLINE O S |
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 ofthe investment management agreement reaf3P&F can direct any transaction that
IABSE NRaS G2 | oNR]TSNI O2YYA&aaAizys LINRPOARSR (KIF G
obligation to provide best executidre

A\

The above policy is backeg 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 braitersy with additions

and deletions. Managers must also document all soft dollar trade activity during the samergix
period. OP&F provided examples of documentation that evidenced adherence to this pélisioric
annual reporting of women, mindy and Ohiebased broker activity was provided to ORSC ofilyere

was no corresponding required reporting regimen on this topic to the bod®RSC terminated the
reporting requirement several years ago; however, since the language remains on the podikgrin

L F OSE GKS 0aSyO0OS 2F NBLR2NIAY3 KIFIa Ayl ROSNISyYIf
to the policy. Managers are required to submit trade activity to Zeno for inclusion in the trade cost
analysis reports.Finally, the AnnugComprehensive Financial Report contains a schedule of broker fees
paid over the fiscal year, illustrating both total fees paid and average cost per unit traded.

(0F

Trade Cost Analysis and Benchmarking

Externally managed funds are required to transmipalichase 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 eachr quarte
to OP&F. The report benchmarks the performance of external manager trading effectiveness on a
guarterly and rolling fouguarter basis againséxecution efficiency, use of brokers, commissjosusd

traded returns, and provides specific recommendati@msfollow 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 dataconsistently. 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 transacbsts 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 Ohlmased, and womenand minority-
owned brokers

R3.2.2.2 Enhance investment management agreement (IMA) template to explicitly require
YEYFISNBR (2 NBLR2NI 2y GNY RAY3I -pafyFoenchndihA daAi 2y
provider, and to deliver semiannual list of eligible brokers and selection criteria used at
manager and list of softlollar trades with accompanying rational.

R3.2.2.3 On an annual basis, place results of thipdirty Zeno trade cost analysj with accompanying
OP&F commentary, into appendix of external manager fee report to Baard.

R3.2.2.4 In Zeno trade cost analysis report, segregate trade cost analysis for every instance where

the OP&MB2 I NR RANBOGSR (KS SE fiBdkardand cofpafd ras@slna & S
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 benchark 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 clgssk&eh should incorporate the
weighting scheme for the underlying strategies andnagers. 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 StandarosComparison and Findings

Performance Measuremer8tandards for Comparison Findings

There are appropriate performance benchmarks for every portfolio, whetf Yes
internal or external.

There are appropriate performance benchmarks for all askestses. Yes
There are appropriate performance benchmarks for the entire fund that b Partial
benchmarkseturn relative to the market and return relative to liabilities.

Where there are aspirational benchmarks (i.e., a benchmark which is Not applicable

unrelated tothe asset class such as S&P + some percentage used for pri
equity), there should be some basis for understanding if the fund can, or
achieved that benchmark over a market cycle.

Benchmarks should be explicitly approved by the Board Partial

Conclusions

The benchmark process at OP&F is complete complicated. There are a number of Board approved
0N yaAAGA2Y O0SYOKYIFNJa NBadzZ GAy3a Ay all2fAde o6SYyOKY
in the calculation of results. These benchmarks are necessary to aid in the understantimgaftiolio

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 @sp an understanding of televel structure decisions versus
benchmarks that represent possible investable alternativése benchmark development process for
individual portfolio managersappearsto 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 peerdVe believe from our discussions with OP&F staff and consultants that the weighting
scheme is thoughtfully producetbut we did notfind documentation of how the weighting targets for
individual managers results from either Board analyses or for process retention files. Qeralls, at

the very least, documentation work to be done on the Plan and Asset class level benchmariemnager
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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 pk&etice.
recommendongoing reviews of the Plan Level and individual asset class level benchmilks
thorough reviewevery 35 years at a minimum. The Wilshire / Townsend / AksiaeyCove structure
reviews of each asset clasghich werecommendshould be moved to an annual cygleould providean
opportunity to include a brief review of benchmarks and periodicaltfide a more thorough review of
benchmark possibilities. FAS experience isptigate equityand real assetareas can be particularly
difficult to benchmark. The use difie actual plan results in the Wilshire report is an example of a
prevailingindustry solution to this taxing issue. Given the significant industry attentiqrit@te equity

by the press and other industry constituents, the Board should be prowidkica 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 pracfitsanalysis trail at the Plan and
Asset ClassVelis 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 linkagdetween the investment performance of the plan and the various actuarial statistics
YSIFadz2NAy3 GKS L FyQa FdzyRAy3a adliddza FyR 20KSNI I O
funded status and other relevant actuarial areas would be additivénelping improve the Board
understanding of the health of the pension.

Recommendations for Improvement

R3.2.3.1 OP&F should considencluding a brief overview of the measures of the actuarial health of
the Plan in the Wilshire quarterly report byeporting 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 investistemcture reviews
provided by Board consultanten 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 feeand 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 baatte 2620

/ 9a O0SYOKYIN] NBLE2NI AYyF2NXIGA2Y O2YLI NAYy3I ht 3CQa
and of similar sized plans in the US public pension plan space.

Expectations

Fees and payments due to an external investment manager areatjypidefined 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 imestment fundfee 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 inwékteceive 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, iheflthe

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 fldwdike public funds, the
invoicing of fees for privatenarket funds lacks simplicity and standardizatiorees are commonly
blended into capital calls and the levels of transparency vary greaflye lack of standards and
transparency from General Partners (GPs) have led to efforts on the p#ne dhstituional Limited
Partners Associationl(PAto 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 broademiited partnership (LP) communityinclusive of public pension plagghe

SEC has proposed bringing much needed transparency and standardization to fee billing practices in the
alternative investment space.

Leading and prevailing practices for theypeent 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, thgemen
contacted, and any differences are promptly resolved.
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External Manager Compensation Standards of CompasisdFindings

External Manager Compensatiddtandards for Comparison Findings

There is a documented fee policy that is constructed around the concept Partial
alignment of interests and articulates staff authority for fee negotiations.

Manager fee reporting annually summarizes fee levels (direct and indireg Partial
including carried interest at all levels) by manager and in the context of
relative and absolute performance.

Investment management costs are periodically benchmarked with peers Yes
third-party firm to compare costs on a basis adjusted for diffieies in asset
allocation.

There is an effective process for ensuring payments to investment manag Yes
of public assets are appropriate.

There is an effective process for ensuring payments to managers of prive Partial
assets are appropriate.

The system works with ILPA and peers in support of the Transparency Partial
Initiative.

Conclusions

As an asset owner, Ohio Police & Fire engages outside investment advisors to manage the suite of funds
across all public and private asstdsses. 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 redjimssibiensure that the highest

levels of diligence are applied to establishing and overseeing external manager fees. In the charter of the
LYy@SaidySyid /2YYAGGSS 2F (GKS htgC . 2FNRX Al adldSs
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external investment management expenses by the Board. Further in the OP&F Investment Manager
aZ2ZyAUu2NRAY3I YR 9@l fdzrdA2y t2fA08& OagdmbidDAcesisidlblbe H N M T 0
O2YLISGAGADGS YR 2F Iy FLILNBLNRARFGS &addNWzOGdzNBE F2NJ

Fee schedules and guidelines for externally managed portfolios containing publicly traded securities are
codified in Exhibit B to InvestmeManagement 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 thasigsompare 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 dotymer 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, performancéncentive 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 measdating, 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 invegand 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) fungsegroghulates 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 calculatios 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 Managent 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
O2yNBf A GAGKAY Ly 2NBEIYAT L (A 2pQiadifggractetlioidibicS N
pension plans. Within the policy document, the organization identifies five inherent risks, including

1 Payments are made that are inappropriate, unauthorized, or lacking adequate support
Manager invoices are not paid tety

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

=A =4 =4 =4

The control factors in place thatdescé®b ht s CQa YI yI 3SYSyid 2F GKS NRA&J

1 For the managers whose fees are invoiced on a quarterly basis, OP&F makes payment
electronically via ACH.

9 Spreadsheets containing criteria for calculating the management fee are maintained for each
manager and thénvoice/deduction amount is verified by matching the amount calculated in the
spreadsheet to the amount invoiced.

1 Audited financial statements are received for private asset managers to verify the accuracy of fees
deducted.

1 When possible, OP&F requires Mieation through third party audits that fees and profit sharing
are paid in accordance with the terms of the agreements.

1 Consultants with knowledge of competitive fees for strategy are utilized to assist with fee
negotiation.

1 The accuracy of historicads 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 tradeddan 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 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
basisof 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 seps 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 oe 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 sessiof CEM to analyze investment performance and cost. In
the CEM Final RepogtCost EffectiveessAnalysis, 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 overyadiivperia. In
F33aINB3IFGSs 6KAES htscQa GGt Ay@gSaidySyid O2aida
reported that OP&F external manager costs compared favorably and on an overall basis weps 0.8
below median external manager costs for their peesugr 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 monitoringesponsibilities 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 penfor
quarterly oversight and validation of alternative investments fees while reviewing and
approving capital calls.
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R3.2.4.4
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Erhance the annual manager fee report to the board by adding relative and absolute
performance information to each row on the tablebreaking out management fees from
performance fees, and including carried interest costs, where applicable.

Provide public support to the recent SEC proposal to standardize and improve fee
transparency for private equity and alternative ingments. Monitor progress and prepare
infrastructure to adopt changes as they are codified into law.
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3.2.5 Conflicts of Interest Investmentelated conflicts are addressed in Section 1.6
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3.2.6 Investment Manager Selection

Analyze howinvestment 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, haibew

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 #tesbkition to the

need, c) select the potential candidates, utilizing a process that includes quantitative due diligence,

jdzt t AGFGABS RdzS RAfAISYyOS:I 2LISNIGA2yLFf RdzS RAf A3S
should be given to new iarnal 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 ManageBelection 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 loAgrm perspective orinvestment sourcing. Yes
Portfolio fit assessment is both qualitative and quantitative. Partial
Policies clearly define operational due diligence requirements and Yes

responsibilities vis-vis staff and consultants.

The Board is properly aware of cent due diligence processes utilized for Yes
each portfolio.

An internal investment decisiemaking committee or group reviews and Partial
approves each investment opportunity and includes other key staff such
general counsel, compliance, aoperational due diligence, with the ability
non-investment office staff to either veto or escalate the decision on
investments for operational or legal reasonEhe above processes apply to
both internal and external portfolios.

Pipeline reprts of contemplated investment changes are provided to the Yes
2FNRX a2 a G2 +ta YdzOK a Ll2aa

the Board.

There are organizational checks and balances that provide effective cont Yes

and minimize the potentigor single point of failure decision making.

Contract negotiations with outside managers are led by internal staff Yes
supplemented by outside assistance, as needed.

A staff investment committee is the focal point for crassetinformation Partial
class sharing.
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Investment Manager Selection Standards of Comparison Findings

Actual due diligence procedures match the written policies in the IPS and Yes
other relevant documentation. Deviations are documented and escalatio
procedures in place for approvals or rejections.

Conclusions

OB CQa YI yI 3SNiseffetindark wellN&@rdrtedl in the Investment Manager Search
Policy document.Discussion with thetaff and consultantssuggest a close partnership has developed
between these organizations and the process to sohigh performinginvestment manager candidates
for review. The process appears to be working well. We observed compliance with th&Ctitbed
Investment Manager Policy during our review of the search proc8dw real estate and real asset
manager searchrpcess is driven more by Townsetttk real asset and real estate consultathian staff.
This process with specialty areds a prevailing practice amongmany OP&F peer organizations for
specialty asset classeBothinvestmentandoperationaldue diligenceare led by this organization.

Private equity due diligence is a team effort between staff and AKBmfeyCove although
Aksia/ToreyCove appears to leati¢ operational due diligence effort. Wilshire participategensively

in private creditand public market search investment and operational due diligence process for new
managers and investment opportunities.

The policies and procedures that OP&F follawsen performing ongoing manager due diligence are
thorough and well documented in the Investment Manager Monitoring and Documentation policy
document. Based on this documetiie OP&F monitoring process is at prevailing induptactice. Our
discussios with two external managers suggest the quarterly monitoring process and annual deep dive
review procesdollows the Manager Monitoring and Documentation policy document and is being
executed well. The annual reviews as delivered to the Board by OP&Fnatae, we believeappropriate.

The manager ranking and review process undertaken by staff is leading practice among OP&Fheeers.
personnel charged with executing this monitoring process are well qualified and have strong industry
experience.

h t g @¢eatment process usenany of their external service providarsre extensively thamostpeer
organizations Peers oftentreat investment service providers as investment product providers and
maintain a higher degree of controthouse. The OP&F governance approach hinges on the development
oflongd SNIY G&aiNFG§SIAO LI NIYSNBEBKALKE muaddiontohé GPAK | 44 S
plan consultants; Wilshire, Townsend and AkslarreyCove¢ Russell, Grosvenor and Bridgewater are
also playing atrategic partner role.Thiscan be a effectivegovernance model for resource constrained
organizationsassuminglie right cultural fit and staff implementatiortiowever 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 manageltsis difficult to mplementthis approachas OP&F

has done with a high level of active management andhotential for performance dispersion against
benchmarks and peerf?erformanceshortfalls can lead to external pressures to change the investment
strategy, frequently atexactly the wrong time given market momentum swings.t 3 Gn@edtment
approach reinforces the need for close collaboration between the stafBaraidand a meaningful Board
education and engagement effort by tistrategic partnerorganizations.
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