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Executive Summary

Introduction

Funston Advisory Services LLC (FAS) was selected to conduct simultaneous 2022 Fiduciary Performance
Audits of the State Teachers Retirement Sys{8iR3)nd Police and Fire Péas Fund OP&Fpn behalf
of the Ohio Retirement Study Council (ORS®Ggse reviews have the same terms of reference and scope.

We are using the same tearasd methodologyfor both STRS and OP.&For ease of comparison, with

the concurrence of the ORSC, we have used the same set of expectations and standards for both systems.
For each of the six areas in scope, the Main Body of this report (comprised of almost 250 pages) details
our expectations the standards of comparison, and our specific findings, conclusions and
recommendations for the State Teachers Retirement System.

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

1. Fiduciary duties to currergnd future members and beneficiaries
2. Powers reserved exclusively for tB@RBoard
3. Fiduciary Performance Audit Scope

Over the course of our work, although not a forensic review, no indicators of fraud or misdoing came to
our attention. & ! T 2 NB ¢xaniir®s andleRaludites a firm's or individual's financial records to
derive evidence used in a court of law or legal proceeéing.

*k*

The first two decades of the 21st century have heightened awareness of some of the uncertainties that
fiduciaries mustake into account when making decisions affecting the {wrgn sustainability of public
retirement systems.

Overall, the purpose of a public retirement system isustainably create, deliver and protect value for
current and futuremembers and benefiariesdespite uncertaintiesThe financial sustainabilityf public
retirement systems is essentiahd the State Teachers Retirement System of Ohio S RSexception.

For public employees, who dedicate themselves to a career of public serulii, gmployment offers
financial security compensation and retirement benefits which sometimes include dalth care
Typicallypublic employees pladeigh valueon thesecurity othosebenefits For public employers, public
retirement systemffer a way to #tract and retain a qualified workforcand kenefits are an efficient
way to compensatghem. Questions about the lonrterm value and security of benefits increase
difficulties in public employee recruitment and retentién

For the pubk, cmommunities benefit when public employers are able to attract and retain skilled public
employees® As many of those public workers tend to retirestate and since pension benefits are
economically countecyclical, those benefit payments are an addeconomic 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 relatimghte benefits, funding, investment, and
administration of the five state retirement systems in Ohids of January 1, 2022, the five state
retirement systems have combined assets of approximately $266 billion with approximately 655,000
active contributip members, 1L million inactive members, and 486,000 beneficiaries and recipiénts

The ORSC has multiple mechanisms for oversigtitding review of financial, actuarial and investment
reports among others. The ORSC also commissions actuarial, investment and fiduciary reviews (see
Exhibit A for more detail).

The Ohio Legislature codified the fiduciary audit pursuanRt€. 171.0FF G G0 KS havéd &KL f f
fiduciary performance auditonducted by an independent auditor at least once every ten years of each

of the state retirement systems. 2 S O2yaARSNJI 6KS hw{/ O2RS G2 6S I
state oversight of public retirement systems due to its ongoing requirement, as opposed to episodic
involvement in many states, as a continuing source of independent reassurance regarding actuarial,
investment, and fiduciary performance for the five state system

A fiduciary audit was conducted in 2006 and an actuarial audit in 2009. The 2022 fiduciary audit was
commissioned by the ORSC through a competitive process that selected Funston Advisory Services LLC
(FAS) to perform the audit. The actuarial revieveusrently underway. Future fiduciary audits and
actuarial reviews should be more timely.

SummaryRoles and Responsibilities

Legislative Oversight

Ohio ORSC selects independent reviewers: fiduciary, actuarialhaedtment and also reviews
Retirement {ew{Q NBLER2NIA |yR 6dzRISGa®d h@dSNARSSE { ¢\
Study Council | engaged RVK to provide searinual investment performance analysis of STRS (and the ot
(ORSC) four systems).

Direction, Oversight and Cdrol

STR®oard .2 NR YSYO6SNAE I NB T kuRedzOehd fiNgkeSaiticipares atidk S & & 3
(Board) beneficiaries.The Board acting as a whole éponsible for the overall direction, oversight
and control of the systemlts role is to prudenthexercise the powers reserved exclusively f
the Board by Ohio code.

Independent Advice

Actuary Cheiron is the actuary fahe STR®oard The main tasks of actuaries are ensuring that the
clients are in compliance with the law, calculating $& LJ 2 @ SN & f Al 0 A f ]
benefit pension plamndhealthcare planand determiningequired and voluntary
contributions to be made teachplan. They provide calculations of monthly amounts to be
paid to its retirees. Pension actuaries peifor | yy dzl t @I f dzf GA2ya
liability for eachplan. The valuation includes two main areas: funding and expghse

i
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SummaryRoles and Responsibilities

Investment TheB2 I NRQa NBGIAYySR Ay@SaldySyid O2yadzZ G yi
Consultants | investmert performance result&nd provides investment advice at least quarterly
Additionally, an investment consultant specializing in alternative investments, currently
Cliffwater LLP, reviews investment performance results semually. Both Callan and
Cliffwater provide a host of investment consulting services toBbard, and both act as
fiduciaries under state and federal law.

Reasonable Assurance

Executive Responsible for the execution of direction within poli§ngagswith stakeholders Repors

Director & vital signs for vital functionsProvilesNB | 82y | 6t S | a4 dz2NJF y0OS&a NF

Staff performance Escalagsexceptionstogetherwith direction/policy insights Adviesthe Board
on direction and policy

Internal Investment performance is calculated outside of the Investment Department, by Finance

Performance | Department staff who report to th€hief FnancialCOfficer.

Team

IndependentVerification

Internal Audit [ { ¢w{ Q AYGSNYIf IdzRAG GSIY A& AYRSLISYRSYy |
information technologyand compliance audits of all STRS departmehtternal audit staff
has unrestricted access to all STRS #ietivand records and reports directly to tB8 | NR Q
Audit Committee.

Ohio Auditor | STRS undergoes an anneglernalfinancial auditselected and egagedby the Ohio Auditor of
of State State or its desigres currentlyCrowe LLPThe audit covers thénancial statements and
related notes to the financial statement&TRS has consistently received a clean opinion tf
indicates the financial statements were presented faénhydin accordance with generally
accepted accounting principles.

ACA ACACompliance Groli Saida yR @t ARFIGSa GKS OF t Od
Compliance and the accuracy of the reporting of that performande./ ! Ffa2 OSNATASH
Group with the Global Investment Performance Standaf@PS)i KS Ay @Sa il YSy i

stringent standards, developed by the CFA Institute

Independent Benchmarking

CEM CEM annually presents areporttotBg2 | NR O2 YLI NAy3I {¢w{Q AY
Investment performance to those of peerst KS NB L2 NIi O2yaAradasSydate ak
Benchmarking| ranks in the top 25% of its peer group and SIR@stment costs are low compared to peers
CEM Benchmarking also conducts an annual pension administration survey to measure ¢
levelsandcsts. ¢ KS & dzNIWSe akKz2ga {¢w{Q aSNWBAOS f
group and costs are below the average of the systems in the study.
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The Purpose of a Fiduciary Audit

LYRSLISYRSyiGfée FraaSaa oKSUKSNI {¢w{Q OdzZNNByid 3I20SNY
fiduciaries to fulfill their duties to prudently direct, oversee and ensure effective control of the system.
Suchanassessment provides reasonablet bot absolute, assurance.

Ohio Revised Code Section 3307.15

"The members of the state teachers retirement board shall be the trustees of the
[retirement system funds].The board shall have full power to invest the fundhe
board and other fiduciarieshall 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 administerindpe system; a prudent person acting in a like capacity and
familiar with these matters would use in the conduct of an enterprise of a like character
and with like aims; and by diversifying the investments of the system so as to minimize
the risk of largdosses, unless under the circumstances it is clearly prudent not to €éo so.

Fiduciary Audit Scope
FAS was asked to review six main topics:

1. Board Governance and Administration
2. Organizational Structure and Staffing
3. Investment Policy and Oversight

4. Legal Comliance

5. Risk Management and Control

6. IT Operations

FASassersit isindependent Our firm has never received compensation from any investment consultant,
manager or benchmark service. We have experienced no attempts at undue influence. O
recommendatims solely aim to improvefiduciary performanceto benefit current and future STRS
members and beneficiaries.

The scope did not includeeforensic review, a compliance review, a financial statement audit, or a review
of the asset allocationor investment decisions These are all separate reviews commissioned
independently of a fiduciary performance audit.

Fiduciary Audit Process

Given irvitable uncertainties, the duty of prudence is assessed by the diligence 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 uncertaintlg not have the benefit of hindsight.
Given the information available, was the decision prudent at the time?

v
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t NoZRSy OS A& lFaaSaaSR o0& O2YLI NRAZ2Y ankhickre, SBNS @1 A f A
prudence, and diligence under the circuanrsces then prevailing that 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 aimsb €

We assessed each area within the scope and formed an independenbm@ia to whether it was a

lagging, prevailing or leading practiceA lagging practice has fallen behind peers. A prevailing practice is
common among peersA leading practice is a practical improvement over prevailing practice. We also
considered whther a practice wasdequate for the purposeWhile a practice may be prevalent, it may

0S AYIRSljdzr iS 2NJ dzyadzhi Gl 6fS FT2NJ {¢w{Q LldzN1I2aSa dz

We reviewed documents, conducted a survey of trustees and executives, collbetechmark
information, interviewed the STRS Board, the executives, and key stakeholder groups. We reasonably
relied on information provided by qualified, independent third parties. As a result, we have identified
what we believe is working well and whatn be improved. As a result, we make ovet70
recommendations for improvementWe have identified and prioritized these recommendations for
improvement.

Overview ofthe State Teachers Retirement Syst@iOhio (STRB

STRS haspproximately $98 billion invested on behalf of 500,000 Ohio&hshlic employees in Ohio do
not participate in Social Security so the retirement systems are their main pension resource.

STRS' funds are held in trust for the sole benefit of the retirenmmstem's members and their
beneficiaries. Benefits paid by STRS are funded by contributions from Ohio's public educators and their
employers and the investment returns generated by the assets in which those contributions are invested.
STRS receives nergeral revenue fundsNone of the State of Ohio's budget is expended to support STRS'
benefits or operations.

STRS' operating expenses are paid solely out of investment retidmsnember contributions or tax
dollars are expendedSTRS' operating budgistapproved by the retirement system's board of trustees,
who under Ohio law act as fiduciaries to the retirement system's memdretdeneficiaries

Additionally, prior to approval by the STRS Board, the operating budget is, by law, revieweddhiche
Retirement Study Council, which is comprised of members of the Ohio House and Senate, three members
appointed by the Governor, as well as the executive directors of Ohio's five public retirement systems.

STRS provides severdhVretirement functiors:

 Investment

i1 Benefits

1 Optional retiree health care program
1 Administration

Fiduciaries have a duty to ensure the fund is sustainable for the benefit of current and future members
and beneficiaries. Following the Great Reces§&if)7-2009)and until 2017 the sustainability of the
fund was at serious risk and inconsistent with Ohio law.

v
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History of Funded Status

An actuarial experience review and an adsahility study are conducted every five years. The purpose is

to establish plan assumptions, meaSur 1 KS aeadsSyQa | Oddz NAIFf | OONMzSR f
and retired members) and help determine how to invest system assets and how fast these assets are
expected to grow.

In 2001 STR®%as 91% funded and the unfunded liability was $5I®bil The 2002009 Great Recession
severely impacted the portfolio and funded ratio. By 2@TR%/as only 56% funded while the unfunded
liability had grown to $46.8 billion.

The 2017 actuarial study projected new assumptions would add about $chtib STRQ | O ONXzS R
liabilities and push its funding periad the time it would take to reach 100% funded statugo almost

60 years. Ohio statute requires STRS to have a funding period of no more than 30 years or to submit a
plan to reduce its fundingeriod to reach this target.

To ensure the sustainability of the systeBT,R8duciaries needed to reduce benefits by about $10 billion
to meet the legislatively mandated 3far funding target. The cosf-living adjustment (COLA) has a
large financiaimpact on the pension fund because it affects both active and retired members of the
system and is a discretionary expense.

In 2013, the legislature reduced the COLA286 annually (from a prior 3%) and granted the Board
authority to adjust theamountin accordance with rules adopted by the Board. The new legislation also
& 0 I G S Rrhelb&ardimay adjust the increase payable under this section if the board's actuary, in its
annual actuarial valuation required by section 3307.51 of the Revised Codeathér evaluations
conducted under that section, determines that an adjustment does not materially impair the fiscal
integrity of the retirement system or is necessary to preserve the fiscal integrity of the sgstaation
3307.67(E))

To fulfill the fiduciary duty of impartiality(i.e., to provide sustainable benefits for younger fund
participants while balancing those with the delivery of benefits to current annuijamisective action

was required The system has to be able to pay the benefitseomarned, so th&TRBoard could not

G1AO] GKS OFy R26y G(GKS NRIRE®

In 2017, the actuary estimated there was a 48% chance the system would be less than 50% funded at
some point in the next 10 years. In April 2017, 8RBoard made the difficult but nessary decision

to reduce cosbf-living increases granted on or after July 1, 2017, to 0%. This action had the effect of
preserving the fiscal integrity of the retirement system, kee@TR® A G KAy GKS ayewrd S 27F |
funding targetandthe reNB YSyYy i 02 NRQ& 2¢y Fdzy RAy 3 LRt A0e (I NB!

STRS%vas not alone. NASRA reporesanly every statdhasmodified public pension benefits or financing
arrangements, or both, since 2008wered benefits increasedkemployee contributionsgeneraly shifted
risk from employers to employegincreased use of hybrid retirement plgnand allowed aimited
increase in use of defined contribution plahs

Dissatisfied Ohio retirees subsequently commissioned a report. There has been some negative media
coverage. There is also dissension on the Boafthe State Auditor Special Audit Task Force also initiated
a special audit coincident with this fiduciary audit but we have not communicated with the State Auditor

U
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to ensure independence of our work and causions. It is our understanding that the scope of the special
audit will be different from that of this fiduciary audit.

¢CKS NBRAOGAZ2Y AY Fyydaill yiaQ STRYThesekclitiéisms iScRdedi 2 & G 1

Some annuitants feel it isnfair that STRS staff are not sharing the pain
Investments have seriously underperformed

Investment expenses (especially private equity (PE)) are exorbitant

There is a lack of STRS transparency

There is potential for instances of fraud / defalcation

Legislative oversight is lacking

Stakeholder communications are ineffective

The State Auditor commissioned a Special Audit so something must be amiss
Independent third parties may not be independent

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

=

We address each of these criticisms at the enthisf executive summary.

At the time the COLA waeduced to0%, theSTRBoard also agreed to evaluate not later than the
next fiveyear actuarial experience revief@022)t whether an upward adjustment of the cesf-living
increase would be payable Wwibut materially impairing the fiscal integrity of the retirement system. Ohio
statutes require the opinion of an actuary on the effect of such an adjustment, as noted earlier.

STRS /| ActudyTestimates if the benefit plan design changes enacted bgipemeform in 2012 and

HAamMT KIFIR y23 0SSy YIRS GKS aeaidsSyQa FdzyRSR NI (A
However, by the end of fiscal year 2021, the chandeeirfig less than 50% funded in the next ten years

had declined to less than 15%.

By the end of fiscal year 2023TRQ dzy Fdzy RSR f Al 0Af A& ¢ BEillioNddRtdzOSR 2
funded ratio had improved to 80.1%. With the C@LA% Cheiron projectedthé¢ @ 3 1 SYQa Fdzy RSR
on an Actuarial Value of Assets basii improve from the current level of 80% to 141% by the 2041

valuation and is projected to reach 100% funded in 20P8e discount rate was also redudedm 7.45%

to 7.0% reflecting lower expected future investment returns.

In 2021, the Board began discussions with Cheiron with regard to possible benefit plan design changes
and the need to evaluate (per statute) whether or not those changes woagrialy impair the fiscal
integrity of the system.In March 2022 the STRBoad met to assessamong other possible changes,
whether a cosbf-living increasavasfeasible. The COLA was raised 3&ofor a onetime increase and

the previously approved, but not yet implementeabe 60 retirement requirement was removetihere

was ro reductionin employee contributions.TheBoard intersto review benefits again, no later than
spring 2023, to evaluate whether additional enhancements are possible in accordance with the laws in
effect at that time.

We recognize certain stakeholderdlwiot be satisfied until annual COLA increases are restored. We also
recognize the hardships retirees are experiencing, but the fiduciary duty of the Board is to ensure the
sustainability of the fund for current and future members and beneficiaries.Boaed is legally obligated

to consider and balance the needs of both participant constituencies.

Vil
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1. Fiduciandutiesto current and future members and beneficiaries.

Section 3307.15 of the Ohio Revised Code sets forth the fundamental fiduciary chateapply to

STRS These duties are interpreted and implemented within the context of related court decisions,
opinions of the Attorney General, Federal tax qualification standards and rules or policies adopted by
STRS

In addition, guidance for applidan of fiduciary duties may be found in the common law of trusts and in
fiduciary duty regulations that govern other institutional investors, such as private pension fund standards
under the Employee Retirement Income Security Act (ERISA). This corgpldralmework is generally
summarized as containing the following fiduciary principles:

Loyalty

Prudence / Care

Stay informed

Diversify assets

Impartiality

Control costs

Comply with law

{1 No blind eyeto cofiduciary behaviot?

=A =A =4 4 -4 -4 -4

There is high potential for conflicts of interest inherent in the governance of public retirement systems.
Trustees are elected, appointed and ex offidRursuant to Ohio statutej\fe are elected by contributing
members, two by retired members, threg@pointed investment experts and one ex officio. They are
expected to ensure their constituent interests and issues are expressed and considered. However,
fiduciaries must make decisions in the best kbagn interests of both current and future membeasd
beneficiaries.

Because of the high potential for conflicts of interest, fiduciaries are held to the highest legal standard of
loyalty and impatrtiality (higher than that abrporate director). Beneficiaries need additional protection
because they haveoncentrated lifetime financial exposure, the complexity of financial concepts,
difficulty in determining compliance in a timely manner, and a lack of authority to take effective action to
prevent harm or remove bad actors.

The chart below summaries oaonclusions regarding each of these fiduciary duties.

viii
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Duties | Conclusions re: Fiduciary Duties

Loyalty / | TheSTRBoard appears to have acted with loyalty and impartiality solely in the interests of cur|
Impartiality | YR Fdzi dzZNE YSYOSNAR YR 0SySTAOA |-tdth Sistamability éf
the fund required some difficult and unpopular decisions.

Pruderce / | TheSTR8oard appears to act with appropriate prudence and ca&R$xhibits many leading

Care operational practices and a high level of operational excelle@therwise, STR®perational
policies, procedures and practices are consistent wittvpiling practices compared to peers.
Board oversight of DC Policies can be improved. The Board should be able to reasonably rely
information provided by qualified, independent third parties. Independent reassurance
verificationis provided by Intenal Audit, external audit, the actuary and other independent,
qualified parties.

Stay TheSTR®Board appears to stay informedException based reporting can improve oversight
informed | effectiveness and efficiencyContinuing education can be improved.

Diversify | The asset allocation appears to be appropriately diversified.
assets

Control STR&ppears to effectively control costs while maintaining high performance standards.
costs

Comply | STR&ppears to have appropriate people, policies and processes to comply with the law and
with law / | reporting requirements.

reporting

Co Fiduciarés have a duty not to turn a blind eye to wredgings by other fiduciariesThere was
fiduciary | nothing that came to our attention during the course of our review tastablishedraud,

duty defalcation omisconducton the part of any fiduciary.

Fiduciaries fulfill their duties through the prudent exercise of the powers reserved for. tiidm powers
reserved are primarily defined in the governing statutes, bylaws and policies. The following section of
this report describes the powers reservextctusively folSTR8oard.

Extraordinary circumstances required an extraordinary response to ensure the sustainability of the fund.
We believe théesTR8oard has and continues to fulfill that duty.

iX
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2. Exercise of powers reserved exclusivelySadiRBoard

TheSTR®Board is comprised of eleven members: five elected by contributing members, two elected by
retired members, three appointed investment experts and one ex officio. The Ohio code prescribes the
powers granted to th&TR8oard. We have @veloped a proprietary Powers Reserved Framework which
we used to assess how tBERBoard exercised powers to fulfill its dutjeshich are to'*

> [0}

Conduct
Business

Set/ Oversee
Delegate Execution

Verify
then trust

Conduct the business of the board and its committees
Approve key decisions above a threshold

Setdirection and policy and then prudently delegate
Oversee the execution of direction within policy

Verify then trust and obtain independent advice as needed.

=A =4 =4 4 =4

A power reserved is a decision or an authority that can only be exercised by a specific daaistonThis
could include the State of Ohio, tiBTR80oard, and/or management and staffhe Board can only decide
and act as a wholeCommittees can only recommend and oversaat 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 usedsatiRS

We assumefiduciaries arewell-intentioned and genuinely interested in improving the prudent exercise
of their powers to better fulfill tleir fiduciary duties to all members and beneficiariesless facts and
circumstances uncovered during the review suggest otherwise.

Overall

Based on our analysis of the powers reserved exclusively fosTh®Board of Trustees, we found the

Board has the powers or authorities needed to fulfill its fiduciary duties with a couple of exceptions. The
{dF3SQa RSt S3AlFGAZ2Y (Kdgdisk Saffing2ahdN\sBiting compkidafidh Nakd faF 2 NJ
procurement are leading practices. However, there are several lagging practices including the lack of
authority to select the outside legal counsel and the custodian. Typically, these powers ardeatelmga

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

Overall STR§overnance policies and procedures that set directions for delegation of responsibilities are
most in need of improvement.

X
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Conduct the buress of the board and its committees

One of the fundamental powers reserved for theard is toeffectively and efficientlgonduct its business
and that of its committees.The powerto Conductincludes a wide range of topics frorfor example,
settingand calendaringaggendas, the use of consent agendas, the role of chairs anghvaies, the use of
committees, board member dynamics and engagemestlfevaluation, continuing education,the
selection, evaluation and compensation of the G@ the Chief Adit Executive

The power toConduct is also about how the board uses its time and that of its executivesludes how
board members conduct themselves, the way they communicate with one another, management and
advisors andomply with ethical standards of condustich as the treatment of confidential information

Approve key decisions above a threshold

Gererally speaking, there are a range of ways the board may choose to engage in approving a decision or
setting direction and policy. The difference between the powers of Approve and Set is in the level of
board involvement from the outset of the 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 approve the recommendation. Wheregat etting direction and
policy) reflects those areas wherthe board wants to be more actively engaged in the development
process from the outset such as in strategy and overall policy setting.

Set direction and then prudently delegate

The power toSet direction and then prudently delegate authority and resowgrdég an extension of the

02 NRQ&a LIRgSNI G2 FLIINRGSsS o6dzi GKS f SWHihfthe folwer 6 2 I NR
to ALILINE @S> GKS 021 NRQaA Ay@2t @SYSyd Aa 4 GKS SyR 2
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 process of identification, the evaluation of strategic issues and
options and the choice of direction and resourd®eation. Strategy development work is still done by

the executive, staff and advisors.

Oversee the execution of direction within policy

To Oversee means to watch over and direct, but that does not generally mean to closely manage
performance or risk on a daily basis. Unfortunately, oversight can also mean to miss something.
Understandablysome trustees assume they must closely manage oNdRA &S G RIF & G2 RFE& &
in orderto exercise effectiveversight and to avoid potential failurdBut too much focus on the details

can risk losing sight of the big picture.

2 KAES AG Aa OSNIFAyte (GKS 02 NRbtthe ok druddpodsibiiyr f A G &
of a board to closely manage performance and related risk. Trustees arérparand even if they are

experts, fiduciary standards require that they prudently delegate execuat@ren if they cannot delegate

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

external audit and other third parties retained for this purposkhis is why the board is responsible for

hiring a capable executive director and holding the8 B 2y I OO02dzy il 6t S F2NJ {f
performance.

Xi
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Verify then trust and obtain independent advice as needed.

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 A2y A& SYeéerStRARBIRKL dpprove] seSandoferstERalids kéyl2 &
toac 2 NRQ& O2yFARSYOS Ay YIylI3sysSydo

KeyConclusions / Recommendations re: Powers ReservedSfoR®oard

Ohio Code and Legislative oversight

I Ohio statutes governing the public retirement systems are leading practice in many respects
the exceptionoSTRQ Ayl oAt AdGe (G2 asStSOi SEGSNYLFf f

T hw{/ Qa 2@SNEAIKG Aa f Sl gedoymancdaNditshaetl © Se mipmzi
timely.

Conduct the business of thmard andits committees

T STRS5overnance policies and practices are in need of improvement

1 The Board should make good faith efforts to resolve dissensions among trustees vaoilgagging
diversity of opinion and constructive vs. destructive challenge (see below).

f STRQ dzaS 2F O2YYAGGSSa Aa AYySTFFSOGALS | yR
See Oversight below.

1 The Investment and Audit committees need to beitaized. Disability and Final Average Salary
Committee responsibilitieshouldbe delegated to the staff. A Board Governa@oenmittee is
needed (among other things) to oversee progress on implementation of recommendations fr¢
this report that are acgated by theSTR8oard, conduct the Board sedfzaluation, and oversee
trustee onboarding and continuing education.

1 A comprehensive and integrated mwar decision / event calendar for the board and each of
committees would help anticipate requiraetkcisions and approvals.

1 The Board should link continuing education and use of advisors to the comprehensive caleng
efforts to continue to continually acquire / develop fiduciary expertise.

I Transparency can be improveglg.,continue tostreamandrecord board meetingand maintain
anon-line archiveof recordedpublicmeetings andboard books

1 The evaluation of the Executive Director needs to be updated and made more meaningful. T
responsibility should bassigned to the Finance and Compensation Committee (revised from {
Staff Compensation and Benefits Committee).

9 Trustees have a right to access information but the workload of requests should be understo
prioritized by the Board Chair and the resise coordinated by the Executive Director.

Approve key decisions above a threshold

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

Xii
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KeyConclusions / Recommendations re: Powers ReservedSfoR®oard

Set direction then prudently delegate

Staffcompensation is consistent with prevailing peer practices.

Investment performance is in the top quartile and costs are consistent with peers.

Member services are top decile and costs are below peers.

= (=A==

The Board needs tabide by itaunified direction in investment strategy vs. competing investme
proposals from trustees. The recent move to develop investment beliefs is a step in the right]
direction.

1 Delegations can be improved using powers reserved framework to improve claritgswide
gaps.

1 Continued Board dissension may demorafitaff and lead to failure to retain/ attract needed
talent.

Oversee the execution of direction within policy

1 Almost 70% of Board armmmittee time is spent on Oversight. A more efficient aneeffe
approach to Committee Oversight could reduce the length and number of full Board meetings
free up time to focus on direction settirand verification oversightFewer meetings would also
reduce the burden of preparation, participation and fellap on executives and free up more tin|
to focus on operations.

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

1 STRS®eeds to establish, refine and approve performance metrisk,tplerances and escalation
processes.

1 Risk is not clearly definedTRShould clarify and harmonize the definition of risk consistent wi
actuarial and investment definitions as an unacceptable difference between actual and expeq
performance.

1 The use of subjective evaluations of impact, probability and velocity is alnlieli

1 Enterprise compliance needs improved oversight and a Compliance Officer position.

Verify then trust /obtain independent audit and advice

1 Internal Audit is underesourced and is lagging in certain respects.
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Constructive vs. destructive challenge

Constructive challenge may be one of the hardest things to do for some baddigls functioning boards

are characterized by it. It begins with knowing what questions to ask and how best to ask them
Destructive challenge is evidenced bgspive/ aggressive behavipsuch agefusal to discuss issues,
G320 0K ¢ repedrédalisterighsi of no votes in place of reachirmard decision on underlying
concerns antagonism toward fellow trustees, esutives and advisors, and an unwillingness to hear
alternative views.

Constructive challenge should be embedded in all the powers of the board. Constructive challenge is
important to ensure robust due diligence processes support requests for boardwadpiConstructive
challenge is also important in direction and policy setting, oversight and verification. Constructive
challenge should not depend on the personalities of trustees or their individual willingness and ability to
challenge convention. tlividuals who repeatedly challenge can be seen as disruptors and dissidents and
may be ostracized and ignored. For contentious issues and decisions, policy options with related pros and
cons should be described. Dissenting opinions should be explaistare they are heard.

3. Overall Conclusions and Recommendations

Throughout this report, we make recommendations to improve the way #1RBoard and its
committees conduct themselves, approve key decisions, set direction and policy, delegate itsoexecut

to the executive director and then oversee the execution of that direction within policy. We also make
recommendations to improve the verification of the reliability of reports and obtain independent audit
and advice.Overall, theSTRBoard needs t@gree on a framework for Enterprise Governanc&oRS

that begins with the Ohio Code. The Powers Reserved provides such a framework which we recommend
for consideration.

The following pages summarize our conclusions and recommendations aligned wiscdape of the
fiduciary performance audit.

1. Board Governance and Administration

T ¢KS hw{/ Q& SER&ESNeading fractice bt it needs to commission future fiduciary
performance audits in a more timely manner.

1 The statutes governingTR&re leading practice in most respects with two notable exceptions:
the selection of external counsel and the custodian.

1 With the exceptions noted, thE TRBoard has the powers it needs to fulfill its fiduciary duties.

1 STRShould regularly report progress dhe implementation of the recommendations of this
report to the ORSC.

1 TheSTR®oard has acted in accordance with its fiduciary duties to ensure the sustainability of
the fund for the exclusive benefit of current and future members and beneficiaries.

1 STRSgovernance policies are in need of improvement using a more effective organizing
framework. Governance policy gaps need to be addressedK S . 2 NRQ& dzasS 2 7F
lagging practice.The effectiveness and efficiency of oversight cannggroved. Governance of
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Defined Contribution plans needs to be improved.

1 TheSTR®Board can place reasonable reliance on the independent opinions of third parties if
satisfied with their competence and diligence, with reasonable (but not absolute) asssrfrom
the executive.

9 Stakeholder engagement and communications need to be improved.

1 The Board should continue to stream and record its meetings and begin to archive and make them
publicly available.

1 Delegations of authority need clarification.

2. Opganizational Structure and Staffing

Overall STR$% operationally excellent with effective operational policies and processesSTIRBystem

is a generally welun, high performing operation.NASRA reportSTR®utperformed its U.S. peers
aggregatein terms of changes in actuarial funding leveR®4 to F20201? Certainly, operational
improvements can always be made a88TR% no exception.These are detailed throughout our report.

1 Member Services are consistently a top performer while costs are currently lower than the peer
average.

1 Cost controls appear effectivéOver a twentyyear periodhead count has beereducedfrom a
high of 735 t0498. In 2021, @ministrative expensewere approximately$1.5 million less than
budgeted IT Operations appear to be a very effective enabler of Member Services and internal
Investment ManagementSecurity is regularly tested.

1 Human resources practices aggcellent. Succession planning andniormance management are
leading practice Staffing levels and compensation are consistent with peers.

9 Finance is wellun. Processes and controls are effective but need automation as planned.

9 Stakeholder engagement can be improved.

3. Investment Paty and Oversight
Overall Investment Program

STRE Ay @SailyYSy s inLdsNd2dEile 6iOs$stents in the countaccording to CEM

Benchmarkinglnvestment operations demonstrate excellence. The majori§ kR &ssets are managed
internally. The effective use of lower cost-muse management b$TR3s at an advanced level, as
demonstrated by the CEM reporThere is a collegial and respectful work culture.

T {ew{Q {drd8YS8yi 2F LyoSadvySyld hoeas80iA®Sa | yR

1 A Statement of Investment Beliefs (SIB) should be written and adopted by the Board to provide
an explicit basis to guide the various implementation policilized by the staff and outlined in
the SIOP.

1 A separate SIOP and system of monitoring results consistent with policy should be developed for
both the STRS Defined Contribution (DC) plan and the BAREmployment Healthcare plan
(PEHC).
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1 Investmentdue diligence of external managers is generally sound. The internal documentation
of investment decisions needs improvement.

1 STRSappears to be consistent witkeading industry practices in all areas of performance
measurement and monitoring.

1 The useof ACA tovalidate GIPS standards for asset owner performance reviews at the plan and
individual asset level is a leading practice.

1 STRS should implement a talent management program for investment personnel at the junior and
mid-levels to assure generatial staffing continuity for the #mouse led investment program.

1 Consider retaining a thirgarty to provide a periodic due diligence review of eacthanise
investment strategy.

1 Transaction cost management and broker practices are highly controll§tR&nd considered
leading practices compared to peers.

1 The benchmark development process for the asset portfolio, the calculation of performance
results and the presentation of performance results to the STRS Baar@ading practice.

1 All aspects oexternal manager compensation are either leading or consistent with prevailing
practice.

1 STRS investment sourcing, due diligence and deaisaking processes are consistent with
prevailing practices in the industry.

1 The annual investment plathat outlines the assumptions incorporated into the investment
outlook for the total plan and each of the asset class areas is a leading practice.

1 The sourcing of external managers is consistent with prevailing industry practices.

Externalmanagerfees

The execution and validation practices for external manager fees procesSa®Rk@re among the most
thorough and well controlled in the public pension plan sector. The measurement offedter
performance benchmarking through CEM is a prevailing peaticlarge public funds.

T

Private / alternative asset procedures and practices for external manager fee validations are
robust.

The CEM investment benchmarking report indicates that, for the asset allocation approved by the
Board, the internal and extaal costs of managing the fund are 14 basis points below the peer
median.

STRS fee levels ranked near or better than the peer group benchmark levels for the majority of
public funds (by sulasset class) and alternative funds (by asset class), with ther laging
measured against both costs as a percentage of commitment and as a percentage of AUM.
STRShould request that CEM, in its next investment benchmarking report, refldtS NE Q | Yy R
{ ¢ w{ Q cdst@atafta ptivate equity instead of utilizing ¢hpeer mediarfor both.

STR®rivate equity (PE) fee disclosures are consistent with prevalent industry practice which are
widely recognized as inadequate.

Proactively,STRSs supporting SEC proposals and is an active member of Institutional Limited
Pariers Association (ILPA) that is advocating for improved fee transparency.

Investment and fiduciary risk

The Board appears rislkvare with respect to investments and receives appropriate aggregation reports
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that identify investment positions. The goverman of the risk process associated with the
implementation of the investment portfolios and the asset classes (and the total Plan) is consistent with
prevailing practice.The quantitative and qualitative performance reports received by the Board from
Callan and staff on the investment portfolio (as well as the checks and balances to assure the accuracy of
these reports) are consistent with prevailing practices. Coup#gty compliance should be
strengthened. Staffing and budgets appear reasonable ansistemt with prevailing practice.

Custodian policy

The Ohio custodian policy, with the Treasurer of State selecting custodial banks, and the requirement for
an international sulcustodian, has (over time) resulted in STRS following dwouse strategy ath
minimizing services from the custody banks.

1 Today, the full suite of front middle, and baclkoffice investment services functions and
technology are supported ithouse at STRS; this model has been replaced over time by the
external custodial bank ahost funds.

9 Existing (limited) services offered by Fifth Third Bank and Northern Tr83R@&re operationally
sound, form the basis of a highly collaborative relationship, and are supported by an effective
reporting and oversight program.

1 The cash margement services provided ®TR®y Fifth Third and Northern Trust are robust and
well controlled.

1 Ohio has a unique custodial services model that does not lend itself to comparison to peers with
respect to cost.

The current Treasurer of State (TOS)fsied to be commended for taking a constructive and collaborative
approach to working witlBTR® select and contract with the appropriate custodial banks and proactively
monitoring and managing performancélowever, the lack of authority for the STR&uBoof Trustees to

select the custodial banks is a lagging practice, as is the lack of authority for STRS staff to directly manage
the custodial bank relationship on a dey-day basis.

The law inOhio Revised Code 135.03 Institutions eligible as pulgtiositories and its interpretation,
severely restricts the selection of potential custodial banks which can SRS The legislature should
eliminate the requirement for th&STR®ustodial bank to have a presence in Ohio to allow for a single
global wistodial bank to serv&€ TR% reduce costs and complexity.

4. Legal Compliance

The STRS legal team appears to be competent and knowledgeable from a legal operations perspective.
STRS hakired two new attorneys since December 2020. The other four attorneys each have
approximately 2B0& S| NE Q SeSSn NG ESyatii®ther emydos. Thedepartmentis made up

of attorneys with a diverse mix of backgrounds, including large firm, government and corporate
experience.

The attorneys have a wealth of institutional knowledge and appear to have effective and integrated
workingrelationships with the other functional units of the organization. The key areas of oppoesinit
for improvementfor the STRS legal team are
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1 STRS needs to obtain periodic assurance with respect to IRS compliance.

1 STRSshould create a Compliance Officguosition to develop and manage an enterprise
compliance plan and program.

1 STRS should hire an additiomdernalinvestmentattorneyto reduce key person risk and ensure
adequateongoing coverage argliccession planningr real estate and alternativiemvestments

9 Either the legislature should allow the STRS Board toehtternallegal counsel, or the Attorney
General should allow STRS to have input into external counsel selection and acceptable billing
rates.

1 Compliance reporting could be streamlthe

5. Risk Management and Controls

The basicsBTRQ Sy G SNIINA &S Nxa]l YIyYylF3ISYSyid 69waiv | LILINRI C
companies; however, they are insufficient for-gaing effective holistic risk managemer@TR8ppears

committed o the highest ethical values and to effective risk management and coritt@re appears to

be a strong control environmentSTR$8ould benefit from a more systematic, comprehensive, coherent

and simpler exceptiothased approach to performance and risemagement.

1 The Board should set the risk appetite and approve risk tolerances.

9 Broad adoption of exceptiehased reporting should improve oversight.

1 Financial accounting and reporting policies and procedures are consistent with prevailing
practices.

1 Separation of duties is appropriately maintained for completeness, accuracy and reliability. As
noted, STR$s evaluating a new accounting application that would significantly reduce manual
processes and use of spreadsheets and also reduce the neezttorailiations.

1 Internal controls appear to be strong. Internal and external audit report no material weaknesses.

9 According to a review by ACdmpliance GrousTR8as been verified compliant with the Global
Investment Performance Standards (GIPS).

1 Segregation of duties seem appropriate. We make recommendations to strengthen Compliance
and Internal Audit.

1 Thelnternal Audit DepartmentlAD has fallen behind irits compliance with the Institute of
Internal Auditors International Professional Practices Framework (the Standards).

T L!'5 A& AYylFRSldzZ 6§Ste& NB&2dzZNOSR FyR GKS ! dzZRA{
improved.

1 The Audit Committeeshould meet more frequently each year e.g., quarterly, ande more
engaged with Internal Audit and the external auditor throughout the year

1 STRS generally follows prevailing practices with regards to the external audit; however, the Audit
Committee should meet more fregntly with the external auditor without staff present.

1 STRS has one of the most comprehensive, systematic, and detailed record filing systems we have
seen.
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6. IT Operations

For the most part, the controls over the Information Technology function raréf in some cases, exceed
our expectations. The size of the IT organization is in line with other systems with assets under
management of a magnitude comparable with STRS and extensive internal management.

There are approximately 125 employeedriformation Technology Servicd$ §, constituting nearly 25%
2F {¢w{Q 20SNIff KSIFIRO2dzyi ® ¢tKS RSLIIK 2F L¢{Qa
are enabling STRS to undertake two transforngafivojects simultaneously.

ITS has documented the software development life cycle and project risk management processes to
address the issues raised by these two endeavors. There are documented-celati®d procedures for
project management, informath security, application testing, privileged account management,
configuration management, system change management, IT disaster recovery and business continuity
management. Business Enabling Services, which includes Information Security, overseeac®miplia

these procedures.

The Information Security Officer and his staff have at their disposal a significant number of software tools
for access control and to prevent misuse of systems and data. These include tools for identifying system
vulnerabilites that might be exploited in a cyberattack. In additi8fiR$etains the services of a third

party firm to monitor the systems for misuse.

Stakeholder Criticisms

As noted earlier, there have been a number of stakeholder criticisms following the redirctCOLA.
While this was not directly part of our review, we have described our conclusions related to the primary
criticisms we observed below:

Criticisms ' Conclusions
Some annuitantselel it is It is the fiduciary duty of th&sTRBoard to make decisions in the best
unfairthat{ ¢ w{ & ( I | interests of current annuitants and younger participants who rely or]
sharing the pain the fund for future retirement benefits. Difficult decisions were mad

The attraction and retention of talented staff essential to the succes
of STRE AYUSNYyIlIt Ay@SadySyid YIFyl 3
consistent with peers.

Investments have seriously | STR$wvestment performance is in the top 25% compared to peers.

underperformed STR$ the top performing Ohio fund over the past 10 ye'rs.
Investment expenses All costs are closely monitored and controllddvestment costsg
especially private equity (PE| including private equity costsare lower than peers per the 2020 CEN
- are exorbitant report delivered on 12/16/21 STRSaves over $100 million a year by,

managing investments ihouse ($1 billion over ten year).The
Private Equity Ginvestment program pmises to saveneaningfully
on private equity expenses going forward. We note that PE has ea|
19.8% over the 16/ear period ending 12/31/2Jadditive to Total Plan
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Conclusions

results that were 11.2% during the same petimatreasing total plan
results.

Lack otransparency
especially re: private equity
fees

PE fee transparency is an industrywide challengye make
recommendations foimproving fee disclosures and transparency,
especially private equity (PE) fees, and by continuing to stream
meetings, make meag materials available and then archiving them
on-line to improve accessibility. STRParticipating irthe
development of leading standards as one of gog@son working group
by the CFA Institute commenting on proposed SEC regulatory stan
for Private Equity advisors.

Potential fraud / defalcation

This is not a forensic audit but no evidence of fraud or defalcation ¢
to our attention during this review.

Lack of legislative oversight

ORSC commissions semnminual independent investment repart
hKA2Qa fS3ratlriAdS 20SNRAIKG A
performance audits and actuarial reviews need to be more timely.

Stakeholder communications
are ineffective

Stakeholder engagement and communications need improvement.

State Audibr commissioned
Special Audit coincident with
this fiduciary audit

Not within scope.No communications have occurred with the @BS
during this review to ensure independence of both audits.

Independent third parties are
not independent

STRBoardshould be able to reasonably rely on information provide|
by qualified, independent third parties. Independent reassurance ig
provided by Internal Audit, external audit, the actugiryvestment
consultants, ACAnd othes.
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Detailed Recommendations

1. Board Governance and Administration
1.1 Trustee Education

R1.1.1 Revise Board Member Educatidpolicy to more specifically identify core knowledge and
O2YLISGSyOASa 2F (NHzaGSSaz a 2LI1RaASR oNRIR O
R1.1.2 Establish a formal process for selfsessment, including a skill inventory, and tie the annual
education plan b identified development needs and the strategic plan.

R1.1.3 Develop an overall onboarding and continuing education plan for the full board and for each
individual trustee.

1 Identify individual needs and priorities that consider new trustees, leadershifes, and
committee membership.

9 Include the curriculum and source of training (e.g.,-louse, external conference,
webinar, online training).

9 Overall timetable and progress reporting compared to plan.

R1.1.4 Rotate the agenda for training topics for thenaual retreat year over year to present new
information and perspectives in addition to core subjects. For example, the Board retreat
should cover:

1 Training on fiduciary duties that is periodically refreshed and covers the practical
application of fiduciary obligations, includingelevant examples of situations that
trustees could encounter.

Development of Board priorities and strategic plans.

Strategc issues education based on netarm priorities/issues.

Subcommittee and Board member setivaluations.

Planning for continuing education for individual members and Board as a whole.

= =4 =4 =4

1.2 Lines of Reporting and Responsibility

R.1.2.1  Adopt acomprehensive powers reserve framework that defines the authority retained by
the Board and the authority delegated to the Executive Director.

R.1.2.2  Document the authority reserved and delegated in a single standalone policy to be included
in the Goverrance Manual.

R.1.2.3 In addition to pro forma annual compliance resolutions, establish a regular cycle for
reviewing delegation and thresholds consistent with the appropriate review cycle for the
type of delegation. For examplalelegatedinvestment authority may be appropriate for
annual review, while the general admistrative powers delegated to the Executive Director
may be reviewed less frequently (typically, every33years).
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R.1.2.5

R.1.2.6

R.1.27
R.1.28

1.3
R1.3.1
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R1.4.1

R1.4.2

R1.4.3

R1.4.4

R1.4.5

R1.4.6
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Develop a list of recurring decisions requiring Board approval to clarify what must come to
the Board and what is delegated; develop description of the decision due diligence
expected for each decision by the Board before it is brought for approval.

Establish Executive Director performance obligations that tie directly to strategic objectives
by adopting a comprehensive pasfmance review and assessment process (consider
engaging a consultant to assist structuring a formal and accountable process).

Develop a robust compliance program that is tailored to address different compliance
functions, including legal/policy, egulatory, statutory, contractual, and investment
compliance.

Revise the Officer Policy to permit broader participation in Board leadership.

Revise Officer Policy and practices to provide for participation and leadership of committees
based on Board member skills and competencies to be identified and supported through a
robust process for skills assessment and continuing education.

Statutes and Administrative Rue

Ensure that the compliance program addresses gaps in review dodumentation of
statutory compliance as noted in the above matrix. (Further compliance recommendations
are discussed in Section 1.2 and Section 4.)

Governance Provisions and Practices

The Ohio legislature should consider allowing tisystemto select its own external legal
counsel.

The STRS Board should continue to livestream the public sessions of its meetings and
consider adding speaker and participant video; recordings shobéd archived and links
should be easily accessible on the STRS website.

STRS 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.

The STRS Board should formally delegate policy and decision due diligence and more
oversight responsibilities to its committees to reduce full Baameeting time and improve
decisionmaking and oversight.

Once a welfunctioning committee structure is realized, the Board should consider reducing
the frequency of its full Board meetings to fshonthly.

Staff should provide trustees access Board book materials at least five working days
before the meetings; if Board meeting frequency is reduced tentonthly the Board book
lead time could be increased more.
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R1.4.7 The STRS Board should consider organizing its meeting agendas around othergp
reserved.

R1.4.8 Revise the policy and process for prioritizing and tracking trustee requests for information
from staff or consultants/advisors to involve the Board Chair, in consultation with the
Executive Director, in prioritization, approval, arfdllow-up on the requests.

R1.49 CKS {¢w{ .2FNR akKz2dZd R StAYAYylI(iS GKS .2 NRQa
the disability appeals process to staff and the medical review board and focus the Board
more on oversight of the policies and procetks, includingapproval of selection of the
medical review board.This will enable the Board to focus on process and oversight where
it determines that delegation is prudent.

R1.4.D The STRS Board should eliminate the Final Average S&argmittee and delegate the
approval responsibility to staff.

R1.4.1  The STRS Board should commit to a functioning standing board committee approach, with
a streamlined structure with five standing committees, as indicated below, and new
charters should baleveloped that clearly articulate the responsibilities of each committee:

Audit Committee

Investment Committee

Finance and Compensation Committee
Member Services Committee

Board Governance Committee

=A =4 =4 = =4

R1.4.2  Each committee, under the guidance of its chair, should develop its @rgn calendar in
ddzLILI2 NI 2 F (O §é&r calentaNde @isureYedaimittée activities support key
Board decisions effectively.

R1.4.B  The BoardChair should meet with each truge, especially when thewre first elected or
appointed, and discuss their interests and experience in consideration of their appointment
to committees.

R1.4.14 The Governance Manual should be revised consistent with the existing practice where the
Board chair proposes committee membership each year and makes the recommendation
to the full Board for approval.

R1.4.B Each committee should elect its chair annually; the Board Chair should not be the chair of
any Board committees, with the exception tfie Board Governance Committee if that new
committee is implemented.

R1.4.5  Appointed trustees should be considered as potential committee chairs, especially when
they have the most relevant experience in the area of responsibility of the committee.

R1.417  With assistance from staff, each committee should develop a list of standard questions to
ask on each key topic.
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R1.5.1

R1.5.2

R1.5.3

R1.5.4

R1.5.5

1.6
R.1.6.1

R.1.6.2
R.1.6.3
R.1.6.4

R.1.6.5

R.1.6.6
R.1.6.7

R.1.6.8

R.1.6.9

2022FiduciaryPerformanceAudit of STRS of Ohio
Detailed Recommendations

Budget Process

Continue to move forward with the initiative to convert general ledger platform from
Peoplesoft to Workday to eliminate dependency on spreadshéetsed budget
development and expense reporting processes and to shorten the overall window of time
to develop the annual cpital and expense budgets.

As part of the Workday project, redesign current procedures in budget development,
reporting, and expense management processes to optimize workflows from an overall
efficiency and controls perspective.

Given faecasted retirements across the organization, assess the risk of loss of fluency
I ONRPaa G(KS 2NBFYyATIFIGA2yQa dzyRSNEGFYRAY 3
commence knowledge transfer activities to avoid potential gaps in the performance of
budget development and tracking processes.

Formalize development of a thregear Operating Plan from the strategic plan to produce a
multi-year, forecasted capital and expengtan for the organization.

Augment monthly budget reports witlquarterly updates of capital improvement initiatives
using stop light style formatting for reporting costs, schedule and benefit realization.

Conflicts of Interest

Amend the Ethics Policy to identify a processubject to requiredexternal approvals for
consulting with counsel, disclosing and/or curing any potential conflicts.

Establish a process to monitor and cure any continuing conflicts of interest.
Adopt a comprehensive confidentiality policy.

Adopt marager/vendor referral policy, which addresses ex parte communications and
avoiding potential for board member improper influence.

Consider expanding Associate Guidelines to incorporate or reference provisions from the
Ohio Whistleblower Act.

Adopt an SEC payo-play policy.

Require each trustee, senior staff member, and all investment staff to provide an annual
certification of compliance with the Code of Conduct, Ethics and Conflicts of Interest
policies.

Require annual affirmations from all counterparties of the investment officesuch as
investment managers and broker/dealerghat they are in compliance withall contractual,
legal and regulatoryethics and compliance requirementapplicable to their provision @
services to the System

Require annual ethics/compliance affirmations from consultants and key professional
service providers, such as investment consultants, management companies, and legal
counsel, includingacknowledgement of receipt of STR®ljgies at the entity level and
individual certifications from key persons.

XXV
Funston Advisory Services LLC

2T

o



2022FiduciaryPerformanceAudit of STRS of Ohio
Detailed Recommendations

R.1.6.10 Establish a robust compliance process, including comparison of STRS transactions against
Financial Disclosure Statements and other public filings and ensuring thatatipliance
exceptions are escalated for remedial action, as appropriate, and reported to the Board or
Audit Committee.

1.7 Succession planning

R1.7.1 The Executive Director succession plan should be updated and reviewed and approved by
the Board and be rare specific in its requirements.

R1.7.2 All Department plans should elaborate on training/education needs and coordinate with
GKS Iw RSLINILIYSyG G2 0dzRISG YR YI1S GNIAYyAYy
goals and strategic plan.

R1.7.3 The ED and senior staff, and then ED and Board, should candidly discuss the importance of

hiring externally for certain positions which are difficult to recruit and retain, address
temporary needs or require unique skills or resources.

R1.7.4 STRS shodldevelop a more robust and transparent process around strategic planning.

R1.7.5 Strategic plan updates to thé&oard and strategic planning conversations should usually
take place no more often than twice yearly to avoid confusion of tactical and st
decisions processes.

R1.7.6 Consistent with R1.4.9, the Finance and Compensation Commlififdenplemented)should
review ED goal setting and review performance, and reference an updated and inclusive
strategic plan.

1.8 Administrative Costs
No recommendations at this time.
1.9 Communication policies and procedures

R1.9.1 STRS should immediately contract with a communication consultation for skill
augmentation, or hire experienced staff with skills in crisis communication, social media,
and proactive messaging, and develop internal goals that include these areas of need.

R1.9.2 STRS should work internally with senior staff around messaging to meet the outcomes of
its Strategic Goal #2.

R1.9.3 Although already at a relatively high leveBTRS should continue to expand its electronic
reach beyond 75% of its population and continue to reduce the need for print material.

R1.9.4 STRS shouldonsiderusing the Healthcare and Pension Advocates (HRAQup to test its
messages and listen tfieedback on communication needs.

R1.9.5 STRS senior staff, including the ED, shaffér to meet at least twice annually with as many
stakeholder groups as possible.
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R1.9.6 STRS should develop a Communications Plan that addresses stakeholder communication,
crisis communication and social media, with assigned goals separate from STRS strategic
plan.

R1.9.7 STRS staff leadership shoultbntinue to meet most often and in peson with those
constituents or members of the public that are most critical of STRI®vided interaction is
consistent with advice of legal counsel where ongoing litigation is involved

R1.9.8 The STRS Board should ensure all its membersexi@usivelyutilizing their STRS email
account for systenrelated messages.

1.10 Oversight of the Defined Contribution Plan

R1.10.1 Develop a Board continuing education program for DC plan fiduciary duties, plan design and
oversight.

R10.1.2 Hire an independent DC plaadvisor and independent investment consultant.
R10.1.3  More formally assign an individual in the STRS organization to lead the DC plan.

R10.1.4 Engage in a review of the DC Plan design and all policies, practices, and processes for the DC
plan.

R10.1.5 Egablish Board agenda items explicit to required DC and Combined Plan matters and assign
oversight of these Plan features to a Board committee.

2. Organizational Structure and Staffing
2.1 Staffing and Compensation

R2.1.1 Perform a workload and skills analysis of the STRS HR organization including all regular,
tactical and strategic responsibilities. Address key person risk in critical HR functions and
address bandwidth challenges accordingly.

R2.1.2 Assess key capabilities across the discipline of change management to support the planned
PeopleSoft to Workday platform conversion. As part of project planning for that effort,
consider using third party resources to support key project functions imtthg user
acceptance testing, procedures development, and training.

R2.1.3 Ly fA3IKG 2F GKS AGDNBIG wSOANBYSyGé YR GDN
challenges and key person risks across the organization. Update key recruitment statistics
monthly. Seek to expand the bandwidth of recruiting resources, augment with third party
recruiters as needed, and consider introducing incentives for onboarding where
appropriate.

R2.14 Introduce an annual talent review process within STRS. Identify higihformers, high
potentials, individualized training and development needs, and-rigk associates,
incorporate output from talent review into a standardized succession planning report
yearly, and keep current in accordance with managerial assignmentsgba.
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R2.15 Introduce a comprehensive STRS employee culture survey no less frequently than
biennially; consider contracting an experienced consultant that measures the
characteristics that are the foundation for high-performanceworkplace.

2.2 Customer/Member Satisfaction

R2.2.1 Consider streamlining the disability application process to reduce the time to resolution. See
also R1.4.7

R2.2.2 Consider enhancements to the STaRS system and/or STRS website to provide additional member
services impreements:

1 Adding a live chat function on the STRS website
1 Providing access to videos online through the website

2.3 Compensation

R2.3.1 Establish aBoard communication to STRS participants, employers and retirees about the
approved results of theperformance-basedincentive program annually.

R2.3.2 Package key details of compensation targets, compensation processescamgpensation
basedprograms into an overarching compensation policy document that cascades from the
compensation philosophy.

R2.3.3 Engage McLagan or another third party to refresh the independent compensasimly as
soon as possible. Consider adopting a policy to conduct independent compensstiiaiies
on a defined periodic basis.

R2.3.4 Conduct an analysis of a lortgrm deferred variable compensation program for investment
professionals and senior management of STRS.

R2.3.5 Consider modifying the application of absolute market return haircuts uniformly to all
annual individual performance awards to a totapool-based structure to enable
outperformers to be appropriately recognized for extraordinary relative performance in an
otherwise down market year.

R2.3.6 Execute the platform conversion from PeopleSoft to Workday to streamline compensation
and performance management prociires.

2.4 Staff Qualifications and Continuing Education

R2.4.1 Cross reference training and development offers against the strategic goal and underlying
objective and triage the relationship between them and their perceived influence in the
attainment of the goal (e.g., direct, indirect, none). Expand and augment offers to fill in
main training and development gaps that are not currently addressed.

R2.4.2 Ensure that the goals in the strategic plan identify skill and capability requirerseto
ensure that the organization has the essential skills necessary to achieve those objectives.

puli
(0p))
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performance plan.
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R2.4.4 Regularly monitor tuition reimbursement maximums for full and part time employees, both
on an annual and lifetime basis. Adjust levels asgtribed by industry trends in order to
provide retention incentives for staff.

R2.4.5 Set bottom-up training and development attendance goals concurrent to the budget
development cycle, maintain statistics on attendance, and introduce analytic capt#slito
understand effectiveness of training offers vesvis performance evaluation, career
progression, and retention, and maintain the inventory of internal and external training
options on the basis of correlated results.

3. Investment Policy and Ovsight
3.1 Investment Policy and Procedures
3.1.1 Investment Policy Development Process

R3.1.1.1 The STRS Board should add to the guidance provided by the Board to staff by the
development of a Statement of Investment Beliefs (SIB).

3.1.2 The Investment Pcy Statement

R3.1.2.1 The SIOP should be customized to reflect the unique liability and risk assumptions relative
to the circumstances of Ohio STRS DB Plan.

3.1.3 IPS Completeness

R3.1.3.1  Consider the inclusion of a policy in the SIOP for detengniwhen investment portfolios
will be managed irhouse and when hiring external managers for a given portfolio is
warranted.

R3.1.3.2 Establish a Statement of Investment Objectives and Policy (SIOP) and monitoring process
for the DefinedContribution Plan.

R3.1.3.3 Establish a Statement of Investment Objectives and Policy (SIOP) and monitoring process
for the Post Employment Health Plan.

3.1.4 Linkage of Asset Allocation to the SIOP
No recommendations at this time.

3.1.5 [PSCompatibility with Asset/Liability Study and Experience Review
No recommendations at this time.

3.1.6 Asset Allocation Review and Rebalancing

R3.1.6.1 Include a description of the Deputy Executive Director InvestmeqShief Investment
Officer role aghe ultimate decision maker and the process followed by the staff in the
rebalancing process and cash management effort in the SIOP and the Investment Staff
Guidelines and Procedures to clarify his/her authorities within the overall rebalancing
policies esablished in the SIOP.
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R3.1.6.2 The reasoning for rebalancing actions should be documented and retained for future
reference.

3.1.7 Due Diligence Documentation

R3.1.7.1 Update the Investment Staff Guidelines and Procedures document to include the process
that the Investment Staff uses to determine and monitor portfolio risk positions and discuss
the process they use to determine target positioning versus Strategic Benchmarks by
monitoring portfolio weights and strategy sizing decisions.

3.1.8 Implementation Compliance
No recommendations at this time.
3.1.9 Policy Review

R3.1.9.1 Adopt amore comprehensive set of bylawsr Board governance policiesSee ExhibiB for
examples

R3.1.9.2 Formalize the process for policy setting, includiidentifying policy needs and reviewing
peer practices.

R3.1.9.3 Revise the Governance Manual to be more comprehensive and -fisendly, including
NEFAYAY3I GKS O2yidSyid 2F {¢w{Q SEA&AGAY3T LRtAO
gaps (8e ExhibitCaddressing opportunities for improvement of existing policies).

R3.1.9.4 Reuvise the insider trading and Material Neublic Information (MNPI) policies (and related
practices) to ensure that an information barrier exists between the private and public
investment teams, and add an explicit prohibition on the public side of STRS from investing
in IPOs or secondary offerings or corporate debt offerings (including packaged bank loans
for companies) that are held or that were held immediately preceding th®I®ithin any
related fundwithout prior consultation with legal counsel

R3.195 9f AYAYIGS (KS ddioyfRainéwor art orgaxiz: lpofiés éround powers
reserved.

R3.1.9.6 Develop Strategic Policy Calendars for the Board and each Commiittaeidentify policy
development priorities theseshould be approved by the Board annually.

3.2 Investment oversight and review
3.2.1 Monitoring and Compliance

R3.2.1.1 Retain a thirdparty to provide a periodic due diligence review of -lmouse investment
strategies. These reviews could include detailed attribution analyses and performance
versus custom peer groups of external managers and will help articulate the value add that
STRS has gained by moving the bulk of their investment activitiesause.

R3.2.1.2 Formalize the role of thirgparty investment and operational due diligence advisors in the
Monitoring and Evaluation Process in the Investment Staff Guidelines and Procedures
document.
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Over time, establish a valuatioprocess for Private Equity emvestments that is performed
by an independent thirdparty to ensure transparency.

Establish an annual ethics confirmation for all investment professionals / organizations
responsible for managing STRS assets thetiads ethics expectations and requests annual
certification of compliance. (See also recommendations in Section 1.6)

3.2.2 Transaction Costs

R3.2.2.1

R3.2.2.2

Amendtables within the Semiannual Broker Evaluation and Associated Policies report to
the Board to include identification of women and minority owned brokerswvhere
applicable.

On an annual basis, place results of third party (Virtu) TCA trade cost analysis, with
acconpanying STRS commentary, inem appendix of Semiannual Broker Evaluation and
Associated Policies report.

3.2.3 Performance Measurement

R3.2.3.1

Include a brief overview of the measures of the actuarial health of the Plan in the Callan
quarterly report. These could include estimates of funding status, time to close the funding
gap and other relevant togevel measures of actuarial health.

3.2.4 External Manager Compensation

R3.2.4.1

R3.2.4.2

R3.2.4.3

R3.2.4.4

R3.2.4.5

Expand the Statement of Investment Objectives and Policy and StatemehtFund
Governance document under the section on Board Oversight to includeBaard
responsibility to review external manager fees on an annual basis.

Continue to encourage external managers of alternative assets to utilize ILPA standards,
while monitoring trends (recognizing that it may still be impractical to implement a
mandate covering all managers given current adoption levels, though deal terms may shift
over time).

Improve effectiveness of tweway communication on external marger fees with outside
stakeholders.  Expand external manager fee reporting to include performance and
incentive fees, carried interest and pagbkrough limited partnership expenses. Consider
posting results of semannual manager fee review process tol'SS website, along with
proactive STRS efforts to reduce fegSome information is already included the ACFR, but
it provides little qualitative value)

Continue toprovide public support for the SEC proposal to standardize and improve fee
transparency for private equity and alternative investments. Monitor progress and prepare
infrastructure to adopt changes if and when they are codified into law.

STRS should request that CEM, in its next investment benchmarking report, reflect{ SM@
actual carried interestfor private equity instead of utilizing the peer mediaas default
carried interest

3.2.5 Conflicts of Interest Investmentelated conflicts are addressed in Sectiorb1.
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3.2.6 Investment Manager Selection

R3.2.6.1 Formalize the role of an external advisor in the provision of Investment Due Diligence and
Operational Due Diligence in their role in the search for new mandates and in the periodic
review of external investment managers in the Investment Staff Guideliaes Procedures
Manual.

R3.2.6.2 The Investment Strategy Committee should consider including fmavestment members,
such as thechief legal officer compliance officer, or the head of operational due diligence,
when approving new manager selection.

R3.2.63 Develop formal charters for staff committees that specify the members, and voting and
approval processes and procedures.

3.3 Investment and fiduciary risk
3.3.1 Risk Appetite

No recommendations at this time.
3.3.2 Investment risk factors

R3.3.2.1 Consistent with our analysis and recommendations in Section 2.1 for an organizatiole
talent review, STRS should formalize and implement a talent management effort and
recruitment effort focused on the investment area.

3.4  Custodian policy
3.4.1 Breadth and Quality of Services

R3.4.1.1 Continue to seek opportunities to strengthen and expand oversight of custodial banks,
including seeking custodial support in expanding oversight on both the quality and
timeliness of thirdparty manager opertional performance and developing and publishing
an annual scorecard of custody performance, including securities lending and foreign
exchange serviceso the Board.

R3.4.12 {SS1 G2 adlFryRFENRATS YSGNROA | yR OxiriplaNd ol y ]
and other agencies that utilize custodial services.

R3.4.1.3 Amend Custody Operating Procedures documents to identify custodial performance
scorecard processes, agreed upon key performance indicators and service levels, and
thresholds. Describe entb-end steps to complete custodial evaluation and oversight
processes.

3.4.2 Structure and Fees

R3.4.2.1 Conduct a periodic TCO (total cost of ownership) comparative analysis between the STRS
in-sourced investment support operatig model and one that bundles asset safekeeping
and comparable functions at major custodial banks, including full breadth of operational,
technological, and data services costs and considerations of both operational and
investment risk.
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3.4.3 Cash Managemet and Analysis

R3.4.3.1 STRS should conduct a periodic review of the Northern Trust Government STIF product and
Federated money market fund to review returns against benchmark and peers, to ensure
that holdings within the products are in line with the irestment policy statement, and to
track the percent ownership of the vehicle (as a prevention of adverse selection risk).

R3.4.3.2 On a periodic basis, STRS should examine STIF and money market daily cash balances for
externally managed accounts againsgviA guidelines on cash balance limits to ensure
effective compliance oversight of cash drag.

3.4.4 Custodial Oversight

R3.4.4.1 The Treasurer of State and STRS should develop a Memorandum of Understanding that
documents current policies and procedures witlespect to selection and oversight of the
custodial banks to ensure that the effective current policies and processes remain and are
improved in the future, even as new Treasurers are in office.

3.4.5 The Custody Model

R3.4.5.1 The STRS Board of Trustedsould be given authority to select the STRS custodial bank.
This could be accomplished in one of two ways:

a. The Treasurer of State could delegate authority to tB&R®oard; or,
b. The legislature could consider authorizing tf&TR®oard of Trusteeso select its
custodial bank and oversee the relationship.

R3.4.5.2 The legislature should eliminate the requirement for the STRS custodial bank to have a
presence in Ohio to allow for a single global custodial bank to serve STRS to reduce costs
and compleity.

4. Legal Compliance
4.1 System Legal Compliance

R4.1.1 Adopt a policy that provides for a formal IRS compliance program that includes a
requirement to obtain periodic assurance from outside tax counsel with respect to IRS
compliancepractices.

R4.1.2 Engage outside tax counsel to conduct a document compliance review with respect to each
plan.

R4.13 Adopt procedures for ensuring tax compliance and appropriate documentation with respect
to limited liability vehicles.

4.2 Legal Cousel

R4.2.1 Create the position of Compliance Officer. This position should report to the Chief Counsel
and indirectly to the Audit Committee.
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R4.2.2 Hire an additional attorney to enhance support of investments to avoid key person risk and
facilitate succession planning and knowledge transfer.

R4.2.3 Provide the Board with regular access to fiduciary and governance counsel to provide
guidance on the practical application of the fiduciary duties and perspective regarding peer
practices

R4.2.4 Seek legislation permitting th&Systemto engage legal counsel, in its sole discretjar if
that is not achievable,enter into a memorandum of understanding with the Attorney
DSYSNIfQa hFFAOS GKFG LISN¥AGA { ¢wroviilg KI @S
services to the System and establish billing rates consistent with relevant market, locale,
and expertise necessary for the type of legal services engaged.

4.3 Ethics

R4.3.1 Adopt an ethics compliance reporting policy to incorporate exceptiondings into an
annual compliance report to the Board or Audit Committee.

4.4 Board and staff compliance

R4.41 Streamline compliance reporting to highlight exceptions from expected conduct or
requirements.

R4.42 Report policy and complianceformation, such as the maintenance of required insurance,
in a searchable matrix or checklist format with term and renewal information and
confirmation dates.

5. Risk Management and Controls
51 Holistic View of Risk

R5.1.1 Adopt a Basetbased definition of risk, i.e., risk is the potential for an unacceptable
difference between actual and expected performance regardless of cause.

R5.1.2 Develop an integrated performance risk framework for strategy, operations, reporting and
compliarce.

R5.1.3 Ensure performance risk management (EPRM) is built into the way STRS runs its business.

R5.1.4 Approve vital signs for vital functions and increase situational awareness throughout the
2NBFYATFGA2Y Fo2dz2i 6KFEGQa GAlGFfte AYLERNIIYIHO®

R5.1.5 Requireupdates based on the volatility of the vital sign metrics.

R5.1.6 Clearly establish and approve risk appetite for all strategic goals as currently done with
asset allocation decisions.

R5.1.7 Clearly establish tolerances for performance objectives, i.eaywhmuch variability (positive
and negative) the Board is willing to accept re: actual vs. expected performance.
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biased).
Perform an annuabssessment of the internal control environment.

Conduct at least annual risk awareness training for all staff and the Board.

5.2 Reporting to the Board

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

Adopt exceptionbased performance risk reporting and require timely escalation of
excepions.

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

Require visible, timely dedback on performance and risk at all levels of the organization
which, in turn, will contribute to faster organizational learning.

LYONBIaS (GNIyaLlk NByoOe FyR | OO0OS&aaAoAftlavele oe
executive summaries r@d exceptionbased dashboards to supporting detail and prior
reports, as appropriate.

Require quarterly reports on vital signs for vital function and thereby create a moyaamic
and consistent reporting process. Management should identify oppanities 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

A = 4 oA o~
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response.

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

Periodically review all regular reports with staff anidlentify 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(or other independent reassurance sourc®) determine their

NEBtAFOAEAGE SALISOANEEE& NBIF NRA ymerfoMBnca NI & Kl

Require thatBoard members continuing education topics include pension system financial
requirements, risk management, and the importance of consistent and reliable controls
within the system and not include regular reports to thgoard.

5808t2L) I fA&G 2F GadryRAy3Ié ljdzSaGA2YE GKE G

and of advisors, e.g., ten questions that should always be asked of the external auditor.
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53 Financial Controls, Financial Statements, aRdrchasing Policy

R5.3.1 Each Key Risk Indicator (KRI) should have one or more associated Key Performance
Indicators (KPIs) and emphasize the status of performance rather than the risk.

R5.32 The fraud/whistleblower reporting communication line/link shald be displayed more
LINEYAYSyGfe GKNRdzZAK2dzi GKS 2NBHIFIYyATIFGA2YyY | YR
intranet and website.

R5.3.3 STRS should acquire a contract management system within the confines of a prudent
cost/benefit analysis.

54 Accounting FPocesses
No recommendations at this time.
55 Internal and External Audit

R5.51 Internal Audit(or other independent reassurance sourcgfould include regular testing and
reassurance on the accuracy and reliability of the reported statugpefformance, i.e., red,
green, yellow, the trend/direction, and the suitability or appropriateness of the KPI for the
KRI. (See also R5.20)

R5.52 The Audit Committee should meet more often with the Internal Auditare.g., qiarterly;
meetingsshould not be timelimited simply because they are held before a scheduled full
Board meeting.

R5.53 The Audit Committee should develop a comprehensive monitoring and compliance
calendar.
R5.54 The Audit Committee should hire its own professional adwis to the Audit Committee and

the Chief Audit Executivein order to:

Provide continuity to the ongoing work of the committee

Minimize disruption caused by member turnover

Provide ongoing and relevant education for the AC

Provide coaching and guidance tbhe CAE

Monitor the AC's adherence to its Charter

az2yAld2NI GKS L!5Q4a. I RKSNBYyOS G2 AdGa / KF NI SN
Provide ongoing professional input and advice to the IAD, the Audit Committee and

Board

=A =4 =4 -4 4 -4 4

R5.55 The Audit Committee should promptly fill the vacant staff position in the IAD and also hire
such additional internal audit staff that are necessary to meet and maintain compliance
with IIA Standards and to execute an aggressive internal audit plan withcadee effort
assigned to the administrative support of the department; if hiring cannot be achieved in a
timely manner, outsourcing to a third party or identifying additional agreagbon
procedures from the external audit firm could provide a solution.
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R5.5.6 The Audit Committee should meet privately at least annually with the external auditor and
internal auditor and without members of the management team present other than legal
counsel.

R5.5.7 Audit Committee member education should include a framkd candid discussion of the
purpose, use and value of the annual external audit.

5.6 Recordkeeping system

R5.6.1 The Record Keeping System should include an organizatiaal tool to track/ authorize/
memorialize file destruction information.

6. IT Operations
6.1 IT Operations and Governance

R6.1.1 The Board of Trustees should be more involved in oversight eflated matters, including
known risks such as cyberattacks (especially ransomware) and the breaches of the privacy
of member records.

R6.1.2 The Board should encourage staff to considerd#gbnal opportunities for greater service
to the members using information technology through more frequent reporting by and
interaction with the Chief Information Officer and including information technology as an
agenda item for the Audit Committee.

6.2 IT Project and Portfolio Management

R6.2.1 Given the importance of the two major projects currently under way, the Board of Trustees
should be regularly informed of their progress.

6.3 Data Management

R6.3.1 STRS should consider a more granular schemaifdormation classification, perhaps
RAAUGAYAdAEAKAY I OF(GSA2NASE adzOK Fa aLYGSNYyI f
personal information from sensitive investment or other information.

6.4  Application Development and Maintenance
No recommendatdns at this time.

6.5 Local Area Network (LAN) Infrastructure
No recommendations at this time.

6.6 Data Integrity

No recommendations at this time.
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6.7 Security

R6.7.1 STRS should consider rabased access control (RBAC) software to make phecesses of
assigning access privileges more continuous, consistent and efficient; there are a number of
commercially available tools for this purpose.

6.8 IT Disaster Recovery and Business Continuity Planning

R6.8.1 STRS should rerite its Business Coimuity Plan in the anticipation that management and
staff would work at home, enabling continuity of operations much more quickly than
relocation to a recovery site; such a plan could be easily tested by having personnel
periodically work remotely.

6.9 Incident Management
No recommendations at this time.
6.10 Areas of High Risk and Mitigating Controls

R6.10.1 STRS should develop a formal information security architecture that will limit the ability of
an intruder to get into the informationsystems, limit what he can do and where he can go
if he nonetheless manages to penetrate the systems and alert monitoring staff if it should
occur.

R6.10.2 STRS should investigate Zero Trust and other models as well as the products that support
them, not ©0 much for its current needs but rather as the basis for assuring information
security over the next decade or longer.
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1. Board Governance and Administration

The Contractor will perform a review tife governancestructure of STR# termsof the make

up of its board and level of monitoring and oversight provided in its policies, procedures, and
practices. The Contractor shall evaluate the adequacyhef policies concerning delineation of
roles and responsibilities of the board, staff,véstment managers, and others with
administrative or oversight responsibilities.

Specifically, this will include an analysis of:

11
1.2

1.3

1.4

15
1.6

1.7
1.8

1.9

1.10

Board trustee education, training, and their associated costs;

Whether STRSufficiently delineatescommunicates, and documents the lines of
reporting and responsibility over staff responsibilities in general and in the
investment program specifically and whether the role of the board and staff are
clearly defined for both;

The statutes and admirtisitive rules under widh STR®perates to determine if the
board and staff comply with applicable statutes and rules as well as whether the
statutes and administrative rules are sufficient to allow the board and staff to meet
their responsibilities;

Comparison of the governance provisions and practices to industry standards and
best practices in comparable systems

Review ofSTR®udget process and its adherence to board approved budget

Written policies and procedures currently place to monitor and guard against
professional conflicts of interest;

Succession planning for key positions;

Administrative costs, including determining their appropriateness compared to
comparable public systems;

Communication policies and procedures3FR®etween the boardjts members

and its retireesand

Oversight of the Defined Contribution Plan.

Board Governance and AdministratiBeview Activities

For the review, we utilized the following sources information to complete our assessment and
comparison to leading, prevailing and lagging practices at peer state retirement systems in the U.S.:

9 Ohio statutes and administrative rules governi8gRSincluding Attorney General opinions
Chapter 102 of the Ohio Revised Cpdad other statutes that address conflicts of interest,
including Chapter 2921 and 3B®f the Ohio Revised Code and related Administrative Code
sections within scope of the review were exaed in conjunction with Board policies and
practices.
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1 STRQ governance policies, including charters, delegations, position descriptions, ethics and
standards of behavior policies and communications policy including the Investment and Business
OpportunityReferrals policy.

1 Compliance with these statutory requirements was evaluated. We also comgae@&oard

education activities with similar peer programs.

STRSQ Board education and training program and materials

STRQ éommunications policies and pla

{ew{Q LXIY R20dzyrSyi{a Plandd GokBine§BahAy SR / 2y (i NR 0 dzi

Interviews with Board members ar@TR&xecutive staff

FAS governance leading policies and practioesvledge base

Most recent threeSTR&nnual operating budgets arfthancial and operating reports

STRQ staff development and succession planning documentation

Most recent CEM pension administration benchmarking reporsfbRS

We also reviewed theSTRSwebsite, stakeholder communications policy and both the

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

communications.

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

Overviewof Governance and Administration

Powersdelegated to the Board by the State are leamdj practice with the exception of the powers to
select the external legal counseaind custodial bank (addressed in Section 3)he inability to select
external counsel is a lagging practice.

The STRS Board of Trustees generally has leading practiceitiegherg., for budgets, staffing and setting
compensation, and procurement; however, there are several lagging pracfides.exceptions include

authority to select thecustodian and set procedures for engagemenbaofside legal counsel, which is
delegated to the Board of Trustees or its designees at the majoripeef systems

Powers delegated by the Board to the Executive Director are consistent with prevailing practices but
need improvement and consolidation.

Thedelegation to theExecutive Director Policy provides that the Executive Director is responsible for the
day-to-day administration of the8ystem which is a prevailing practice among peer systeidewever,

the delegationglispersed throughout the Governance Manaaé transactionally oriented and do not
clearly define the lines of authority as between the Board and the Executive Dir@sttggations should

be clarified and contained ia comprehensive framework that identifies the powers reserved for the
Board and those tht are explicitly delegated to the Executive Directdihe policy and process for
prioritizing and tracking trustee requests for information from staff or consultants/advisloosiid be
revisedto involve the Board Chair, in consultation with the Exe@ubrector, in prioritization, approval,

and followup on the requests.

Exclusion of appointed members as Chairs and Mitairsand the Board Chair serving as chair of
multiple committees are lagging practices.

The Officers Policy provides that each yisarBoard will elect a vice chair who will rotate into the position

2
Funston Advisory Services LLC



2022FiduciaryPerformanceAudit of STRS aDhio

of chair the following year. The policy provides the criteria for eligibility restricting who may serve in
board leadership roleto electedmembers, i.e., eliminating appointed trustees from consideration as
Board Chair or Vice Chair. Ti@strictionis a lagging practidiat should be eliminated by the Board.

“

The Boardhair serves as the chair of several committees and, while not a paligya & NA O A2y > (KS
practice istypically to restrict committee chairs to its elected memberd8oth of these are lagging

practices Most peer systems, either by policy or by practice, restrict the Board Chair from cleaiging
committees except foperhaps a Board Governance Committde particular, it is generally considered

a conflict for the Board Chair to also chair the Audit Committégpicallyany trustee not chairing the

full Board is eligible to chair any committend prevailing pradte is for committee members to elect

their chair.

Appointments to Committees should include discussions with trustees regarding their interests.

It is prevailing practice for the Boafthair to meet with each trustee, particularly new trustees, and

discus their interests in serving on various committees. Thair then annually makes committee
membership appointments, subject to approval of the Bdard. Each newlgonstituted committee, in

turn, elects its chair for the upcoming year. While manyapiments 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 planniAggSTRS, several trustees mentioned that they had not

been asked theiareas of interest by the Boar@hair, and that both committee appointments and

f SFRSNEKAL) LI2aAdAzya oSNBE GeLAOrffte OFNNARSR 20SNJ
Board. This comment was also made as to how committee chairssekyeted.

Use of Committees is ineffective and a lagging practice.

The STRS Board does not utilize its committees consistently, which results in émthpotentially more
frequent, full Board meetings than peer systemntsvo of its committees have not maet all over the past
several years Typically, The Board formally delegates appropriate topics to each committee annually and
sets target dates for bringing key policy items to the Board for apprdWaite effective use of committees
could improve ovegight of the entireSTR®rganization. Eighty percent of the time spent by tHf&TRS
Boardin committeemeetings iswith the Disability Review Panebver three times the average for other
boards that have a Disability Committ@@mmittee time is distincfrom full board meetings) All other
committees meet significantly less than is typical at peer fullitffective use of committees should allow

the Board to consider reducing the frequency of Bdard meetings to bimonthly.

STRS Committee structuneeds to be improvedSome committees should be eliminatednvestment
and Audit should be revitalized.

Potential improvements for the STRS Board committee structure could include:

1. Elimination of the Disability Review Panel (DRP) and Final Av@atayy (FAS) committees.

2. A more active Audit Committee that meets quarterly and has an expanded charter

3. A more active Investment Committee that oversees investment performance and brings items to
the full Board as appropriate.

4. A more active Staff Compensation and Benefits Committee, renamed the Finance and
Compensation Committee

5. Expanding and renaming thee&lth Care Committee to become the Member Services Committee
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with oversight responsibility for both pension administration and health care.
6. Formalize the ad hoc Board Education and Planning Committee as a standing committee, renamed
the Board Governance @umnittee.

Communications and transparency need to be improved. Make public mateawislable in advance
of meetings Stream, record and archive public meetings.

STRS currently livestreams the public sessionsBd#sl meetings through their websit& he video feed
presents the meeting presentation materials and does not include any participant video. Increasingly,
peer funds have been livestreaming th8ward meetings, including speakers and other participants in

the video, and providing links tanaarchive of videos from past meetings on their website. Most peer
systems also maintain an archive of past meeting agendas and minutes on their web site; STRS provides
them for a short period and then removes them. Adopting peer practices with meeatlags; as well as
boardbook materials, archived on the STRS website would help improve transparency.

Board books are made available to trustees on the Friday the week before meetings, which typically start
on Wednesday Prevailing practice is to make bolamaterials available to trustees at least five working
days beforameetings start.For transparency, leading practice is also to make the public meeting portion
of the board books available on the websiteadvance of the meeting

Board education meets statutory requirements but needs individualization and planning.

STRS hasBoard elucation progranthat meets statutory requirements. Howevdrjs substantially self
guided and there is not a formal process for identifying individual continuing education needs.
Compliance with the statutory and policy requirements is tracked viatndance spreadsheetThe
Board should dvelop an overall onboarding and continuing education plan for th&fatd and for each
individual trusteethat identify individual needs and prioritiegncludng the curriculum and source of
training (e.g., nhouse, external conference, webinar, online trainiregdd an @erall timetable and
progress reporting compared to plan.

Succession planning is leading practicEhe Board and key stakeholder groups could be more engaged
in strategic planning

In recent years, STRS has had a strong focus on succession plarmiggout the organization, which is
a leading practice The recent transition to a new Executive Divedas gone smoothly and is a credit to
the process. Howevea newExecutive Director succession plan shaubdv be updated and reviewed
and approved by the BoardSTRS shoulalsodevelop a more robust and transparent process around
strategic planningincluding engaging with the Board and key stakeholders during the process.

Budget Development is effective although manuahutomation plans are in procesBudget reporting
should be exceptio#based.

On an overarching basis, the annual budget development process at STRS is considered effective from
both a controls and execution perspectivelowever, despite welllefined policies and procedures, the
budget development process is inherently inefficiesinost exclusively due to its manual nature and
dependency on Microsoft Excel spreadsheefhere is an initiative in process to replace the current
general ledger platform that would significantly improaged automate the financial budgeting and
monitoring processes. Monthly budget performance reports are developed and distributed by the
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Finance Team and contain granular level informattoat the Board takes up as part of routine matters.
In the recent past, STRS has an exemplary track record ixoe¢@ing forecasd budgets

An escalation process for potential conflicts withe Ethics Policy is heedednd several new policies
should be developed.

The Ohio Revised Code requires the STRS Board, in consultation with the Ohio Ethics Commission, to
develop an ethics policy governing the Board and STRS employees. The Board has complied with the
statutory requirement and adopted an ethics policy, and employee ethics is covered in the Associate
Guidelines. The Code also requires the Board to perioglipativide ethics training to members and
employees of the Boardwhile the Ethics Policy describes certain types of conflicts of interest, it provides

no guidance as to the actions that one should take upon the occurrence of a potential or actual ,conflict
such as consulting with legal counsel, disclosure and recusal. In addition, where a conflict has been
identified, circumstances may require that the conflicted party be excluded from certain discussions or
screened to prevent the receipif confidentialinformation with respect to the conflict STRS should
amend the Ethics Policy to identify a process for consulting with counsel, disclosing and/or curing any
potential conflicts and establish a process to monitor and cure any continuing conflicts efrést.
Additionally,STRS lacks policies in several ateasare prevailing practice at peer systems, includang:
comprehensive confidentiality policy; a manager/vendor referral ppbcwhistleblower policyand an

SEC pato-play policy.

Counterparty compliance should be strengthened

{ew{Q aidlyRINR Ay@SaiYoSylia ! Yeloy | NISYdRAYNE & IANGSSYESHYAS v G
investment activities ira manner consistent with the Code of Ethics and the Standards of Professional
Conduct adopted byhe CFAnstitute, as well agprovide evidence of compliance upon requeSTRS

could establish a compliance process, including tracking disclosures against public filings and ensuring that

all compliance exceptions are escalated for remedial action, popgate, and reported to the Boardt

is also recommended that STRguire annual ethics/compliance affirmations from all counterparties of

the investment office such as investment managers and broker/deadsrsvell aconsultants and key
professional service providers, such as investment consultants, management compamiesegal

counsel.

Staffing and budgets appear reasonable.

Based uporbenchmarking information from CEM Benchmarking, as weRuasston Advisory Services
InGoV peer bertchmarking, STRS appears to have reasonable levels of staffing and budgets compared to
their peer group Over the past twenty year§TRS hagducedstaff head count from a high of 735 to

498.

DC plan oversight is lagging.

{ Ay O0S i K $ceptibn, STRSHhgsdoptedC plan design that utilizes the DB plan investment
strategies on a coningled basis. There is no separate investment fund, strategy, or policy statement for
the DC plan. Similarly, the Board does not have an independent investmesoiafbr the DC plan nor

an advisor on plan designThe current Board reviews and level of oversight are not up to prevailing
practice levels.STRS shoulcedelop a Board continuing education program for DC plan fiduciary duties,
plan design and oversigh It should also e an independent DC plan advisor and independent
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investment consultantassign asingleindividual in the STRS organization to lead the DG plathengage
in a review of the DC Plan design and all policies, practices, and proaedbediC planBoard oversight
should be assigned to a specific committee.

Powers Reserved

Board. As context, thePowers Reserved adescribed here.

In the Ohio code, there are five powers reserved for @8R Board to fulfill its duties:

=A =4 =4 =4 =4

Conduct the Business of the Board and its committees

Approve key decision above a threshold

Set direction and policy and then prudently delegate

Oversee the execution of direction within policy

Verify then trust and obtain independeaudit andadvice as needed.

D IR

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, tI8TR8oard, and/or management.

Examples of eaghower reserved include:

1

Conduct thebusiness of théoard and its committeesagenda settingforming mmmittees
developingupdatingcharters selection, goal setting, and evaluation of the chief executive officer
and chief auditor slection and evaluation of independent advispirustee onboarding /
continuing educationboard ®If-evaluation / development

Approve key decisisrabove a thresholdstrategic plan capital budgets operating budgets;
financial statementsactuarial assumptionsnajor projects

Set direction angolicy and then prudently delegaiavestment beliefsstrategic asset allocation;
key policiesyrisk tolerance;delegations to the executive director; delegations to third parties
escalation criteria foreportingto the board

Oversee the execution dlfirection within policy receive and review reports from staff and
advisors; conduct periodic functionabnd program reviewsgnsure performance is within
acceptableaanges.

Verify then trust and obtain independent audit and advice as neeaxsdin periodc assurances
from the executive director and stafbbtain reassurancgom internal audit; obtain independent
reassurance from thirgharty advisorscharter independent investigations, as necessary.
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1.1 Trustee Education
Board trusteeaducation, training, and their associated costs

Expectations

An effective public retirement system board education program should be designed to address the variety
of needs found in a group of trustees with diverse backgrounds and experiercésadingpractice
program typically includes botiew trustee onboardingnd trustee continuing educatian

TrusteeOn-boarding

At most retirement systems, onboarding is typically atineeevent(2c K2 dzZNEO 2F aYSSaG |y

a review of a thick policy maau without much context. However, new trustees have immediate,
AYRAGARdIzZ f € SFNYyAy3d ySSRa GKFIG SAGKSNI OFyQi a1 A
if it is supplemented with external conferences.

¢tKS 2yo02F NRAYy3 SELISNASYOS aKz2dZ R 65 02yaARSNBR
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new trustee to the retirement system aspablic entity (e.g., governing legislation and sunshine laws
(open meetings and public records); fiduciary duties; powers reserved forbtlaed and powers

delegated G(KS SYLX 28SNRQ NRtSaT (KS LSyarzy LXIy RSa

and staff;board and committee structure and operations; ethics and standards of corloletg policies;
key external service providers).

The onboarding procssshould also utilize materials from the core continuing education program, as

.

A
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The retirement systenboard could consider a more significant number of required hours for training in
the initial year, or alternatively the first two years.

Continuing Education

The core component of trustee continuing education, which is a standard offering for thiso&utd,

should address the fundamental responsibilities of each trustee, includiggotard decisions and
oversight. For example, a typical core curriculum would include basic understanding of fiduciary duties;
pension fundamentals; investment governance and oversight; benefits governance; administrative
oversight; independent reassura®; and board governance.

The core continuing education program should be part of the initial trustee onboarding within the first
@SINE odzi Ffa2 AyOfdzZRSR I a LISNR 2 Rboérd téaiNiByBesSoaKk S NE
sincetheyareff R YSy G+t G2 SIFIOK GNMzZAGSSQa RdziASao

The core training materials should also be readily accessible to all trustees as reference materials, ideally
through an online digitaboard portal.
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Core continuing education also typically includessia trainingby key service providers such as the

actuary and investment consultants, as well as expert internal staff. For example, sessions which review
GKS NRtS FyR OKIFNIOGSNrR&adGAOa 2F SIOK |aasSd OflFaa .
be scheduled prior to deliberations on updating the asset allocation. The timing of specific education

could be scheduled on the2  NRQ& | yydzZ f O f Sy RI Nibaid 2leli®ratbns OA RS &
throughout the year.

The elective component of continuineducationshould beLINE @A RSR & | aYSydz 27
sessions from which a trustee can choose to mieeividualinterests or skill gaps. These arften
externallyprovided programs that can include conferences, webinars, online learningher wvenues

and media.

Elective training will often include an extensive selection of investmelated offerings to help trustees

cope with the increasing complexities of modern institutional portfolios. However, it should offer
2L NI dzyAGASE (G2 SyKFyOS dzyRSNRGIYRAY3 2F Ift |alL
and operations, including, for example, actuarial issues, pension operations, executive leadership and
performance management, executive succession plapni risk management, stakeholder
communications, and other key topics. Some external programs arefacdtied and will cover a variety

of topics.

An effectivetrustee education program develops individual trustee education planstiauds trustee
participation and completion rates. Trusteesalso provide feedback to the system based their
perceptionsof the effectiveness of the program. Thiglps to inform other trustees and make
recommendations on which programs to select. Trustee evaluatindseporting on education to the
full board is an important part of an effective education program.

Educational Options / Methods

A leading practicérustee education program has a number of planning elements and other features,
including:

1. Individualzedlearning plans and calenddia each trustee
2. A mentoringprogram witheachnew trusteeassignedo an experienced trusteas a mentor An
executive staff membecanalso be assigned.
3. Curriculum identifiecand organized by subject area atygpe ofvenue:
a. Internally-delivered education sessions
b. External, m-personconferences
4. External irtual conferences
5. Online training

8
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Trustee EducatioStandardof Comparisorand Findings

Trustee Educatiorstandards of Comparison Findings
There is dormal education policy and program which specifies minimum Yes
requirements.
There is an onboarding process for new trustees that is effective in build Partial
core trustee competencies over the first ot@two years.
There is doard 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. Partial
The Trustee education program includes alirmrst key trustee topics: Yes

Fiduciary responsibilities; Investments; Ethics; Pensions; Governance;
Actuarial principles.

Training is linked withoard selfassessment results. No

Conclusions
Ohio Statutory Requirements

Sections 330.051 and 171.50 of the Ohio Revised Code set the standards for orientation and continuing
education ofSTRSrustees. Newrustee orientation and annual continuing education must cover board
member duties and responsibilities, retirement system memberdfién and health care management,
ethics, governance processes and procedures, actuarial soundness, investments, and any other subject
matter the Ohio retirement boards believe is reasonably related to the duties of a board member.

Orientation must be prvided within 90 days after commencidgpard service, and at least two
components of continuing education must be attended annuallge primary training program is jointly
developed and paid for by all of the Ohio retirement funds, tho&JiR&lso proviles supplemental
Trustee education as a regular component of Board meetings.

Onboarding

TheSw{ .2 NR / KIFANJ lFaaArdya | GNHzAGSS aYSyi{i2NE F2NJ
isexpected to assist the new trustee in identifying their education needsaasd/er any questions they

may have in getting up to speed with Boadivities. Most Board members said the mentor program is

effective, although less so during the past two rgeander COVID restrictions.

Although the intent is to have individualized onboarding to meet the specific needs of each new trustee,
the process appears to be informal and there are not documented training plans for each Board member.

9
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STRS Educatidrogram

The joint educational program established by the five Ohio public pension funds presenigvsbh
information and appears to be a valuable training event, particularly fordeperienced trusteeghat
implements the statutory orientation and canuing education requirementd-dowever, as it only occurs
every three yearst represents a small component of overall training for STRpics such as fiduciary
duties are typicallyeviewed annually with trusteesnd othertopics covered during thpint educational
program area als@rovided more frequently by STRS. Howevke $TRS Board training sessions are
substantially redundant year over year, and lack content demonstrating the practical application of the
concepts discussed. In additiompa®d training does not appear to be tied to an annual calendar or
coincide with anticipated Board deliberations in a given year

TheBoard education program is substantially spiidedand there is not a formal process for identifying
individual continuing education needs.Board member compliance with the statutory and policy
requirements is tracked via an attendance spreadsheet that provides no insight as to the substance of the
training or whether it is compliant with the Retirement Board Member Education Program (paragraph
C(2) of the Board Member Education Policy requires a notation that the presentation is an educational
component in furtherance of the statutory requirementd}.is unclear whether STRS tracks compliance
with the new member training requirement, as it is not addressed in the attendance repoaddition,

it is unclear whether compliance or naompliance with the initial and continuing education
requirements igeported to the Board on a regular basis.

Recommendations for Improvement

R1.1.1 Revise Board Member Education Policy to more specifically identify core knowledge and

O02YLISiSyOAsda 2F (NMzmGSSaszs a 2LLRASR ONBRBIR O

R1.12 Establish a formal process for selEsessment, including a skill inventory, and tie the annual
education plan to identified development needs and the strategic plan.

R1.1.3 Develop an overall onboarding and continuing education plan for the full boand or each
individual trustee.

9 Identify individual needs and priorities that consider new trustees, leadership roles, and
committee membership.

9 Include the curriculum and source of training (e.g.,-louse, external conference,
webinar, online training).

9 Overall timetable and progress reporting compared to plan.

10
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Rotate the agenda for training topics for the annual retreat year over year to present new
information and perspectives in addition to core subjects. For example, the Boatckbat
should cover:

1 Training on fiduciary duties that is periodically refreshed and covers the practical
application of fiduciary obligations, includingelevant examples of situations that
trustees could encounter.

Development of Board priorities and sitegic plans.

Strategic issues education based on né¢arm priorities/issues.

Subcommittee and Board member setivaluations.

Planning for continuing education for individual members and Board as a whole.

= =4 =4 =4
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1.2 Lines of Reporting and Responsibility

Whether STRSufficiently delineates, communicates, and documents the lines of reporting and
responsibility over staff responsibilities in general and in the investment program specifically and
whether the role of the board and staff are clearly definedlfoth.

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 whicl STR®perates is the most common structyriee., an integrated investmentra

pension administration organization with a single fiduciary board. The Executive Director or CEO is
responsible for the entire organization and reports to a board that has authority for investments and
pension administration and delegates its autha@itithrough the CEO. Thijght of the largestsixty-

five, or 58% of state public pension funds in the U.S. utilize this structure. In our comparisons to peer
funds, we consider other state public retirement systems with a similar structure.

Leading practicas for public pension boards to delegate external investment manager selection, as well
as authority to manage selected internal investment portfolios, to an appropriately skilled and resourced
investment staff.

Based upon Funston Advigor { SNIA OS&Q NXa S| RIKS. bdakHnanagedlEstaty A y S R
retirement funds (excludes the three funds managed by a sole fiduciary (New York State CRF, North
Carolina, and Connectiglitwith assets under management of at least $10 billion, theviéfig profile of

board delegation of investment manager selection was developed:

y#iz ¥ yy.2
TR o:p
bSkeid I NBESEBM® bo A 0P VL2

¥ Note: was 8% 10 years ago

This policy both allows thboard, which has limited time available for oversight of the retirement system,
to spend sufficient time on the oversight of the overall investment strategy and other important matters.
It also moves investment management decisioaking responsibility it the hands of fultime
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investment professionals who have both the skills and time to adequately assess investment
opportunities.

In order for a public pension board of trustees to continue to provide effective oversight of its investment
program under tis type of delegated investment authority, leading practice is to have strong capabilities
in a number of areas which provide the appropriate assurance and independent reassurance that are
necessary for th&oard to exercise its fiduciary responsibilities.

The powers reserved for tHmardare clearly definedEachdecision that must be approved by theard
is explicitly identified and thereare decision due diligence standards for each ¢ang., similar to due
diligence checklists fanvestments) Reurring decisions are maintained in the board calendarlared
to any neededrustee education.

Governance Roles and Responsibilities

Public retirement leadership responsibilities typically lie primarily with the board chair and vice chair,
board committee chairs, and the executive director. It is the responsibility of this leadership group to
insist on maintaining good trustee and senior executive conduct, based on a written and board approved
Code of Conduct contained in a Governance Policy lslanu

The chair typically has seven major duties:

1. Preside over meetings, approve the agenda for those meetings, and maintain order in conducting

the business of the board.

hdSNARSS GKS aSidAay3a 2F GKS aegaidisSyQa adNraSaao
Overseeboard communications and collaboration with the executive director

Ensure the board receives adequate and appropriate materials in a timely fashion.

Monitor and assess board performance and counsel board members.

Appoint ard rotate terms of committee members.

Act in coordination with the executive director as spokesperson for the board and as an
ambassador to stakeholders.

Nooakswd

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

1. The vce-chair may lead selected board initiatives, at the discretion of the chair.
2. The vicechair can provide balanced representation.

Prevailing practice in the vast majority of states is for the board to elect its chair from among sitting
members, althoughni a few states the chair is appointed by the governor or an ex officio member is the
standing chairWhen the board elects its chair, all trustees are eligible to become the chair.
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Lines of Reporting and Responsibiyandardof Comparisorand Findngs

Overall Governance Framework

Overall Governance Framewotktandards of Comparison | Findings
The powers reserved for the board and authority delegated to staff are cl Partial
defined.
Each decisiothat requires board approval is identified aneturring Yes

approvals are included in the board decision calendar.

Each board decision hdgfined decision due diligence standards that iden No
preparationandinformation requirements necessaty meet board approval.

Governance Roles and Responsibilities

Governance Roles and Responsibilitiesandards 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 electedid considered as candidatasBoard No
chair.

The boardand committee chairs ensure formal and respectful behavior frg Partial
trustees to each other, to staff, and to advisors.

TheBoard Chaiensuresthat all interactions between staff and board Partial
members and between staff and external consultants/advisoesraspectful

and collegial.

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 requests for information Partial
from board members to go through the boactair and executive director tg
be prioritized and tracked for followp.

When the board approves a significant change program, oversight Yes
responsibilities are assigned to trustees and staff or consultants/advisors
implementation; the plan inodes associated target completion dates and
approved resources, as required.
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Conclusions
Powers Reserved and Delegated

The Delegation to the Executive Director Policy provides that the Executive Director is responsible for the
day-to-dayadministration of the SystemThis Policy permits the Executive Director to:

1 Subdelegate in his or her discretion
9 Establish all necessary procedures and administrative regulations
9 Exercise discretion to the extent consistent with Board policies

In addition, each September, the Board approves certain resolutions authorizing the Executive Director,
Deputy Executive Director, and other administrative officers to act on behalf of the Board with respect to

the daily operation of the System. The resalus appear to be relatively pro forma. Delegation and

powers reserved with respect to investments are discussed in greater detail in the investment policy
adrasSySyido LY FTRRAGAZ2YS OSNIIAY fAYAGFIEGAZ2YE 2V
thNR dza3 K2 dzi G(KS D2@SNYyIyOS alydzaft Ay GKS F2N¥Y 2F AaR:
I OGaég GKFG GKS 9ESOdziA@BS B5ANBOG2NI A& y2iG LISNYAG
substantially structured as confirmations of the absenge oi KS Sy dzYSN} 6§ SR a6l R I Of a
The delegations dispersed throughout the Governance Manual appear to be transactionally oriented and

do not clearly define the lines of authority as between the Board and the Executive Dirbcamdition,

each September, #h Board approves certain resolutions authorizing the Executive Director, Deputy
Executive Director, and other administrative officers to act on behalf of the Board with respect to the daily
operation of the System. Delegation is also addressed in thatimeat Policy Statement, which sets for

the powers reserved and delegated with respect to investments in greater detail.

STRS maintaing/a & ! yy dz £ L & a dzS a ¢ list yhRt intluilésaniticipaged mohtlylyl BoadS a
activities by monthor the upcaming two years.While this list appears to contain most, if not all, of the
items requiring Board approvat,is a mix of many itemsThe decision due diligence standards are not
specifically articulated for each of those decisions that come to theBioarapproval.

Board and Committee Leadership

¢CKS GhTFAOSNESE ¢SNY 2F hFFAOSST 5dziASae LRtAOE o0GK
elect a vice chair who will rotate into the position of chair the following year. pitiey provides the

criteria for eligibility: (1) at leastn®e year of Board service, (2) at least two years remaining in the
YSYoSND&a GSNXZI FYyR o600 (KS YSYOGSN) Ydzad o06S aSNBAy3
to serve as chair ispolicyrather than a statutory requirement. While it is a |@agl practice to have a

built-in mechanism for rotation of leadership and succession, it is not typical (absent a statutory mandate)

to have a policy restricting who may serve in board leadership roles.

The Officers Policy permits the Board chair, in hidher discretion, to appoint Board members to
committees and the Disability Review Panel, and appoint the chair of each committee/panel. Provided,
however, that the Officer Policy sets forth the composition of the standing committees, except with
respect b the Audit Committee composition which is established by stafit€. § 3307.044).
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¢KS . 2FNR OKIFANI aSNBSa a GKS OKFANI 2F aS@SNI
practice is to restrict committee chairs to its elected members.

Recommendations for Improvement

R.1.2.1  Adopt a comprehensive powers reserve framework that defines the authority retained by
the Board and the authority delegated to the Executive Director.

R.1.2.2  Document the authority reserved and delegated irsagle standalone policy to be included
in the Governance Manual.

R.1.2.3 In addition to pro forma annual compliance resolutions, establish a regular cycle for
reviewing delegation and thresholds consistent with the appropriate review cycle for the
type of delegation. For example, delegated investment authority may be appropriate for
annual review, while the general administrative powers delegated to the Executive Director
may be reviewed less frequently (typically, every33years).

R1.2.4 Develop a lisbof recurring decisions requiring Board approval to clarify what must come to
the Board and what is delegated; develop a description of the decision due diligence
expected for each decision by the Board before it is brought for approval.

R.1.2.5 EstablishExecutive Director performance obligations that tie directly to strategic objectives
by adopting a comprehensive performance review and assessment process (consider
engaging a consultant to assist structuring a formal and accountable process).

R.1.2.6 Dewlop a robust compliance program that is tailored to address different compliance
functions, including legal/policy, regulatory, statutory, contractual, and investment
compliance.

R.1.2.7  Revise the Officer Policy to permit broader participation in Bodeddership.

R.1.2.8  Revise Officer Policy and practices to provide for participation and leadership of committees
based on Board member skills and competencies to be identified and supported through a
robust process for skills assessment acontinuing education.
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1.3 Statutes and Administrative Rules

The statutes and administrative rules under alh§TR®perates to determine if the board and

staff comply with applicable statutes and rulesaas| as whether the statutes aretiministrative
rules are sufficient to allow the board and staff to meet their responsibilities

Expectations an&tandardf Comparison

The Ohio Statutes establish legal requirements that go&FfR&nd the Board.
interprets and implements those laws through creation of Administrative Code provisions and policies.

STR®ractices were evaluated in the context of thdegal obligations.

In turn, the Board

Conclusions
Topic ‘ Applicable Statutes and Rules ‘ Compliance ‘ Sufficiency
General The Board shall adopt policies forf The Board has adopted a| While there are
Governance | the operation of the system, and | governance manual certain policy
the investment of fundsRC § addressing key gaps which are
3307.15 governance topics and an identified in
investment policy Section3.1.9 the
statement. Board policies arg
generally
sufficient.
Plan The board may take alppropriate | The Board and staff Partial (See
Qualification | action to avoid payment by STRS| appear to have taken Section 4.1)
or its members of taxes on appropriate steps to
contributions and earnings and to| ensure the qualification of
comply with any plan qualification the various plans,
requirements, including those on | including procuring
distributions, under Title 26 of the| favorable determination
US CodeR.C. § 3307.04 letters from the IRS in
2014 However, the
System should adopt a
formal process for
ensuring ongoing
compliancein light ofthe
changes to the IRS
determination letter
program.
Certain Rules | The Board shall adopt rules The Board adopted Rule | Sufficient.

regarding: (1) revised or new poli
for travel and travel expenses; an
(2) if the Board intends to award

3307-2-03 with respect to
Board member travel and
education. In addition,
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Applicable Statutes and Rules

bonuses, policy regarding
employee bonusesThe Board
must provide copies of these rule
to the OhioRetirement Sudy
Gouncil. R.C. § 3307.041

Compliance

STRS has adopted a Tray
and Expense Policy for
Associates and a Board
Member Travel and
Expense PolicyThe Board
adopted Rule 33pD-1-05
with respect to the
Performance Based
Incentive Program for
eligible investment
associates, and the Staff
Compensation and
Benefits Committee is
responsible for reviewing
the program, with
approval by the Board on
an annual basis.

Sufficiency

persons necessary to operate the

director.

Budget The Board must submit to Ohio | STRS has adopted the | Sufficient.
Process Retirement Sudy Council a policies and procedures
proposed operating budget for thg necessary to comply with
next immediate fiscal year R.C. §| this requirement.
3307.041
Dissenination | The Board must submit to Ohio | STRS last filed the report| Sufficient.
of Public Retirement Study Coundilplan to the ORSC in Spring
Information describing how the board will 2019. It is not intendedo
improve the dissemination of be an annual report but
public information pertaining to | there is no defined
the board R.C. § 3307.041 frequency.
Ethics Policy | The board must develop an ethicy The Board has adopted a| Sufficien.
policy governing board members | ethics policy (Appendix B
and employees and subnthis to the Governance
policy to the Ohio ethics Manual).
commission for review and
approval The board must submit
the policy to the Ohidretirement
Sudy Gouncil for review before
adopting it.
Officers; The Board must elect a The Board elects a chair | Sufficient.
Executive chairperson and a viee and vice chair annually p€
Director; chairperson And, the Board must| the Officer Policy. The
Other employ an executive director to | Board has and continues
Employees serve as secretary and other to employ an executive
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Applicable Statutes and Rules

Compliance

Sufficiency

system and to fulfill the Board's
duties and responsibilities under
Chapter 3307.

Campaign Candidates with contributions or | In 2021, STRS obtained | Partial (STRS
Finance expenditures must file itemized | and reviewed campaign | shouldconsider
Statements, | campaign finance statemesiwith | statements filed with the | formalizing a
Statutory the secretary of stateR.C. § OH Secretary of State compliance
Prohibitions, | 3307.72 STRS does not prepare a review and
and compliance reportas a | reporting
Compliant matter of course. proces$
Procedure
Board Not later than ninety days after | The Board receives Partial (See
Training commencing service as a board | training conducted by compliance
member, new members must STRS staff and service | recommendation
complete the orientation program| providers, through the in Section 1.1
component of the retirement combined education above)
Board member education program,and selfguided
program R.C. 8307.051 training, including via
industry conference
Each Board member who has attendance.
served a year or longer must, at
least twice a year, attend
program(s) that are part of the
continuing education component
of the retirement Board member
education program R.C. § 171.50
Ethics The Board must periodically The Board receives annui Partial (See
Training provide ethics training to member| ethics training Annual compliance
and employeesR.C. § 3307.042 | staff ethics training recommendation
compliancesreported, in Section 4.3)
but no formal policy exists
for suchreporting.
Audit The board shall appoint a This is substantially Sufficient.
Committee; committee, comprised of one addressed in the
Selection of | retirant, one contributing member| Committee Principles
Internal one ex officio member, and any | Policy and the Audit
Auditor additionalboard members Commitiee Charter.
appointed to the committee, to
oversee the selection of an
internal auditor; the board shall
employ the person(s) the
committee selectsR.C. §
3307.044
Investment Any state retirement investment | Staff Procedures XVII(1) | Sufficient, but
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Applicable Statutes and Rules

Compliance

Sufficiency

Officer officer the board employs must | Mandatory licensing basis forcasehby-
hold a valid license issued by the| required for DED case
Division of Securities in the Investments, Assistant determinations
Department of CommerceR.C. § | Directorlnvestments, should be
3307.11 director of each asset documented and
class; (2) licensing overall
required on a casby-case| compliance
basis for portfolio periodically
managers, director of audited.
each real estate region,
head trades, associates
who manage a portfolio,
associates who serve on
the Strategy Committee.
MNPI The duty of reasonable supervisid Sufficient See
of the CHef Investment Officer policy
(ClQ includes the adoption, recommendations
implementation, and enforcement in Section 4.
of written policies and procedures
reasonably designed to prevent
Fund employees from misusing
material, nonpublic information in
violation applicable laws, rules an
regultions R.C. § 3307.043
Actuarial The Board shall have prepared by Annual valuation Sufficient.
Reports or under the supervision of an requirements and

actuary the following:

1. Annually, an actuarial
valuation of the pension
assets, liabilities, and funding
requirements of the STRS DE
Plan.

2. At such times as the board
determines, and at least oncg
in each fiveyear period, an
actuarial investigation of the
mortality, service, andther
experience of the members O
STRS and of other system
retirants, to update the
actuarial assumptions used if
the actuarial valuation.

3. An actuarial analysis of any
introduced legislation
expected to have a

actuarial reviewijncluding
experience study (at least]
every 5 years) referenced
in Valuation Policy
Actuarial compliance
memo contained in file.
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Applicable Statutes and Rules

Compliance

Sufficiency

measurable impact on STRS
and prepare a regrt of the
same consistent with the

received by the system from an
agent and anything of value given
on behalf of the system by an

agent; (2) the name of any

Position Destgption
(Appendix A to the
Governance Manual), the
Associate Guidelines, ang

statute.

R.C. § 3307.51
Actuarial The Board shall have prepared | The Health Care Plan Sufficient.
Reportt annually a report giving a full Policy provides for an
Group Health | accounting of the revenues and | annual actuaal valuation.
Insurance costs relating to the provision of | Annual report was last

benefits under R.C. § 3307.39. | provided by Cheiron in

October 2021.

Prohibited Unless an exception applies, a | Section 3307.181 is Sufficient
Business fiduciary shall not cause the Fund addressed in the standarq
Transactions | to engage in a transaction, if the | IMA and fiduciary duties
Restrictions | fiduciary knows or should know | are addressed in the
on Fiduciaries| that such transaction constitutes ¢ standard side letter

direct or indirect: (1) sale, consistent with peer

exchange, or leasing of any practices.

property between the Fund and a

party in interest; (2) lending of

money or other extension of credi

between the Fund and a party in

interest; (3) furnishing of goods,

services, or facilities between the

Fund and a party in interest; (4)

transfer to, or use by or for the

benefit of a party in interest, of

any Fund assets; or (5) acquisitio

on behalf of the Fund, of any

employer securityr real property.

R.C. § 3307.181
Venue Any action against the fund orits| ¢ KA & A & | R RN Sufficient

board oftrustees, officers, standard side letter and

employees, or board members in| IMA.

their official capacities is to be

brought in the appropriate court irf

Franklin County, OhidR.C. §

3307.013
Disclosures to| STRS shall issue an annual repor Disclosure requirements | Partial. See
Ethics to the Ethics Commission referenced in the Ethics | recommendation
Commission | disclosing: (1) anything of value | Policy, the Board Membet in Section 1.6)
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Topic Applicable Statutes and Rules Compliance Sufficiency

employee of the system with Section XVII of the
authority over the investment of | Investment Staff
retirement system funds or any | Guidelines. Covered
Board member of the system whd associatesre also
deals with an agent regarding required to file personal
amounts described in (1) above | investments reports

R.C. § 3307.153 biannually with the STRS
Ethics Officer.
Defined R.C. § 3307.881 required the The Board has adopted | Sufficient
Contribution | Board to establish one or more | administrative rules and a
Plan alternative defined contribution | plan document.

plans and adopt rules to
implement the plan(s).

Chapter 3307:2-01 provides that
the Board willadopt a plan
document with respect to the DC
Plan and the Combined Plan.

Recommendations for Improvement

R1.3.1 Ensure that the compliance program addresses gaps in review dodumentation of
statutory compliance as noted in the above matrix. (Further compliance recommendations
are discussed in Section 1.2 and Section 4.)
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1.4 Governance Provisions and Practices

Comparison of the governance provisions and practicesdostry standards and best practices
In comparable systems.

Expectations
Board Authorities

The fiduciary board has authorities that match its respondgidliand allow the board tprudently provide
direction and oversight to thExecutiveDirectorand the SystemConsequently, the System is adequately
resourced, with appropriate thouse staff and infrastructure, and seeks external expert assistamde
servicesas aropriate. The board has the authority to approve hiring and compensalgwelsas well
as budgets and major capital expenditures.

Board Meetingsand Operations

Increasingly, pblic sessions ofdard meetings ardive streamedon the internetto provide access to
stakeholders; video recordings of meetings are available om dlstem websitefor maximum
transparency.Public meeting documents are made available on the welvdgiten they are provided to
trustees and are retained as archive files available to the public.

Board meeting agenda content, development, and documentedie the responsibility of the board chair

and the executive director (ED) primarily. In the case of committees, the committee chair and appropriate
a0FTF tAlFLAA2y O2ftfl1 062N 4GS G2 asSi GKS F3ISyRs= 2F0S
staff liaison.

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

The ED has the primary responsibility to draft an agenda that is organized in a standard format around
0KS at2¢6SNA WSARNDSH RTAN ODR2 NRRFE (SKRNWAABEAOKSE | yo
Individual board members, through the chair, have the opportunity to suggest agenda items. Leading
practice is to organize and prioritize meeting agendas by powers reserved, i.e., set policyirsems

recurring approvals second, conduct (e.g., ED evaluation, boardssa§sment) third, and oversight (e.g.,

familiarity with due diligence processes, performance monitoring) items Te® majority of the agenda

items should be focused onde@isy & 0 aaS0¢ 2NJ al LIWINRP GBS0 dad 2O0SNEA
typically a higher focus on oversight by committees rather than the full board, with each committee
escalating important exceptions to the board, as appropriate.

Theboard spends sgnificant amount of its time with robust discussion about strategic issunel policies
and effective delegationasnd does not get bogged downercessive monitoring of dap-dayinvestment
performance andperations. See sectiors.3 Appropriateness of Reportsr more details. In addition,
the boardhas effectivesource of independent reassurance that indicatesytiban rely on management
reports and the system of controlSee sectio®h.4 Suffigency ofinternal andExternal Audit Procedures
for more detais.

As they arise, legislative updates are typically discussed with the board chair and presented by the ED.
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The ED should be in regular contact with the chair on legislative matters so there should be no surprises.
Generally,the ED should take no action or speak on legislative issues (other than providing factual
information about the system) without being guided by defined responsibilities and the input of the board
or board chair.

A consent agenda is a board meeting practiwg groups routine business and reports into one agenda
item. The consent agenda can be approved in one action, rather than filing motions on each item
separately. Using a consent agenda can save boards anywhere from a few minutes to a halfshour.
consent agenda moves routine items along quickly so that the board has time for discussing more
important issues. Consent agendas are a helpful efficiency tool for items which require board approval
but do not typically require active board or committeealission, such as approval of meeting minutes.
Typically, items may be removed from the consent agenda and moved to the regular calendar at the
request of any trustee.

Peer system boards typically meet either approximatelyl® times annually or-6 times. There is no
singularly consistent peer practice. With increasing delegation to staff, however, there has been a trend
over the ast decade for some boards thhad beenmeeting monthly to meet less frequently. For
example, CalPERS has recenthywed from regular monthly meetings to every other month, with special
meetings as required.Boards that have not delegated manager selection typically meet much more
frequently, often as frequently as monthly (and sometimes more often on an hoc basisngbdad to
consider an investment into a tirdenited opportunity).

It is prevailing practice for thedardto conduct periodic retreats for more {idepth discussiontypically
at least once annuallyTopics addressed at retreats often inclu@esset/lability management and/or
asset allocationstrategic planning and loAgrm agenda settinginvestment program reviewsroject
reviews (e.g., IT, facilities, etc.) ather program reviews (e.g., health care, insurance, {tamg care,
etc.), legislative agenda board governance topics, e.g., review charters, policies,; dimard self
assessment and performance discussidward continuing education program planningxecutive
director / CEO or othelboard direct report evaluationsand aitside speakersn various topics as part of
continuing education

Most board members spend more time in committee meetings than in full board meetings, as the
committees play an important role in due diligence on policy decisions and providing ongoing oversight
of the system. As a result, full board meetings typically last 2 to 5 hours at most systems

At most public retirement systems, committees do the bulk of the work of the board. Trustees typically
spend more time in committee meetings than in board meetings, isdritportant to ensure committees

are effective. For example, based upon a FAS benchmarking study of large public retirement systems, a
typical trustee, on average, spent 74 hours per year in committee meetings of which he or she was a
member, versus 48ours annually in full board meetings.
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Committee Meetings

WellkFdzy OGA2yAy3a 02FNR O2YYAGGSSa Oy aixayAFaoOrydate
committee should have a strategic focus, as defined by its charter, and must be akbr¢tse important
oversight functions. Insight is essential to both effective direetsatting and oversight.

Committees are empowered to research issues and options, obtain the advice and recommendations of
staff and consultants, and make recommendas to the full board. Committees allow board members
to exercise a greater level of decision due diligence than the board likely would as a whole.

Committees help the board to exercise its fiduciary responsibilities by:

9 Improving trustee insighhto complex issues, the range of options available, and the related pros
and cons, to enable more effective direction and policy setting; committees can advise and make
insightful recommendations to the full board on direction and policy.

 More thoroughyNB @A SgAy AT dzy RSNEGFYRAY3I FyR OKIFffSy3aay
that underpins recommendations for decisions that require board approval.

1 Overseeing those aspects of system performance within their respective mandates, better
understanding ad 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 conduct itself,
for example, the goatetting and perdrmance evaluation of the executive director, providing
feedback to board consultants, conducting the board-aefessment, etcAll these, of course,
are reported out to the full board.

1 Finally, ensuring information reported to the board is reliablecbynmissioning and receiving
reports from those who are independent of managemeior example, internal audigxternal
audit, and third parties such as fiduciary auditors and general investment consultants.

Prevailing practice is for committee chairswork with staff to identify policy development / review
priorities for the next cycle. Leading practice is for the committee policy agenda and activities to be linked
to an overall board policy agenda. The committee reviews and approves the agendaofonrendation

to and approval by the board.

Consistent with the committee strategic agenda, certain committee responsibilities repeat annually at the
same time of the year; howevgother responsibilities may occur ovardonger 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, recommendations, and any other relevant
issues, and for comittee meeting minutes to be distributed to the board. Any recommendations brought
to the board for approval would be documented and included in the board book package.

The committee chair should also share the agenda for the next upcoming committee mestinthe
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.

It is not unusual for somdrustees who a@ not commitee memtlers to regularlysit in meetings and
participate in discussions, although typically they are not allowed to véfhile this can be helpful for
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individual trustees to educate themselves iBsues, which is beneficial, it caometimesbe a signhat
some trustees do not trust thdue diligence and recommendations of the committees, which can be a
cause for concern.

Lay boards often encounter the situation of not knowing what questions to ask of their
consultants/advisors and stafThe use of K SO1 f Aada FyR aljdzSaidAazya G2 | &1
helpful as thought starters. For example, the American Institute of Certified Public Accountants (AICPA),

Ay GKSANI ONARST amn YS@ LYGSNYIFf | dzRA &listoRTeikey T 2 NJ
Questions for Audit Committees. The AICPA also offers additional toolkits to aid audit committee
effectiveness.

Committee Structure

Every committee should have a wdtfined purpose and clearlgrticulatedresponsibilities for advising

the board on strategy and decisianaking; providing ongoing oversight and obtaining independent
NEIaadzaNI yOS 2y GKS STFSOGAPSySaa 2F Oz2yidaNRfa FyR
It is typical for the board chair, iroosultation with each member, to select and appoint trustees to each

committee, with the approval of the entire board. It is also prevailing practice for each-a@pbinted
committee to elect its own chair and vice chair at their first meeting.

The comnittee structure should be aligned with the system functions and organization structure to
facilitate:
w 9FFSOGAGBS O2YLINBKSyaA@S 2@0SNARAIKIG 2F GKS aeal
pension administration, health care, financial management,) etmd

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 are Audit (often inclugiRisk) and Investment. Nearly all large integrated
public funds have these two committees. The next most prevalent are: Personnel and Compensation;
Board GovernangeFinance and Administration; Actuarial and Benefits; and Appeals and Disability
Reviews. There aresometimes also committees thdbcus on legislation and external affairs, or a
standalone risk committee, or an executive committee, but these are not typical. Although there had
been instances of a committee whose focus is on corporate gavemor ESG, most fundavemowved

this responsibility into the Investment Committee.

Committees should be structured to have a reasonably balanced workload, both from the standpoint that
all committees should have significant responsibilities, and thegasents should result in a steady
workload over time without ongoing excessive workload or long periods when the committee is not
required to meet.

Each committee should be as small as practical; a good rule of thumb is about three to five members per
committee (with an odd number to avoid tie votes), with the Investment committee having potentially up
tosevenmembersd / 2 YYA G GSSa 2 Te thekliSsiow df @eledhtion dniNdef@at the purpose

of appointing a committee; a committee of the whole is often an indication of the topic being too
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important/sensitive for delegation or that there is a dysfunctional governance dynamic which should be
recognized (e.g., lack of trust, micromanagemenmeed for added trustee expertise or training).

CommitteeMeeting Frequency and Duration

Committee meeting frequency varies by committee. The most common committee, which exists on
nearly every boat, isthe Audit Committee. Itypically mees 3-5 times per year, based upon annual
auditing activities and responsibilities.

The Investment Committee is the second most prevalent committee. Meeting frequency varies based
upon the level of delegation to staffFor example, when a board has delegated investment manager
selection to staff and has appropriate oversight and checks and balances in place, it may onlySmeet 4
times per year (e.g., Teacher Retirement System of Texas).

For boards that have an Apgea&Committee, the meeting frequency is often monthly. However, at many
systems this is handled as an administrative function and is not a function of the board (though subject to
board oversight).Prevailing practice with public retirement systems ishtve a hierarchy of decision
processes and checks and balances in reviewing disability claims and appeals, as this is the nature of the
appeals process. Often, disability appeals are handled by an administrative law judge. If a member files
an appeal, te system legal staff typically handles the response, sometimes with the assistance of a
consultant.

Each state is somewhat different in the procedural requirements for handling disability reviews and
appeals, but funds generally have some typaenedical eviewor medical advisory board thaieviews

and then recommends to staéither acceptance or denial based on the medical documentation and legal
requirements. Legal staff guide the process and compliance with legal standards unigue to the system
andstai SQa | RYAYAAUNr GADPS LINRPOSRdAzZNBaA NBIdANBYSyYyGao

In some states, if a settlement is not reachdte appeal will again go to a judge for resolution. In other
aldldSaz GKS aeadsSyQa FARAZOALFNE 0621 NR KpedlsiFalsy | £ 2 dz
a morefrequent board approval activity at systems where the board is involved. Although this process

can vary dramatically from one system to another, it typically follows a set of standard procedures and
protocols to ensure compliance widll rules and regulations and fair outcomes.

Each committee should have responsibilities that require it to meet at leddirfBes annually; if not, the
committee should be a candidate for consolidation into another committee.
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Governancestandardof Comparisorand Findings

Board Authorities

Board AuthoritiesStandards of Comparison | Findings

Theboard has the authority to manage fund assets, without restrictions (e Yes
legal lists), and for setting the assumed rate of ret(discount rate).

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

The current statutes do not unduly restrict theilly 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 teelect and oversee the relationship with the Partial
key service providers including the custodial bank.

BoardMeetingsand Operations

Board Meetings and OperationStandards of Comparison ’ Findings

Public sessions of board meetings are §itreamed on the internet and Partial
recordings are available on the system website.

Publichoard meeting materials ammade available on the system website No
when they are initially distributed to trustees

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

Theboard formally delegates appropriate topics to each committee, staff No
consultants annually and sets target dates for bringing key policy items td
board for approval.

Detailed 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 Partial
identifying and evaluating policy options before a decision is made.

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

Meeting agendas are organized and ptiagd according to Powers Reserve Partial
for the Board: first condudboard business (e.g., call to order, roll call,
minutes approval); then policy items; then recurring approvals; and then
oversight (e.g., monitoring) items last.
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Board Meetings and OperationStandards of Comparison

Findings

Consent agendas aresed effectively to handle routine board approvals. Yes
The board conducts periodic retreats for moredepth discussion on ke Yes
topics, conducting board sedfvaluations and executive director evaluatiof
and trustee education.
There is aormal policy andprocessthat requires substantive requests fg Partial
information from board members to go through the board chair and execy
director to be prioritized and tracked for followp.

Committees

CommitteesStandards of Compason | Findings

Committees conduct due diligence on strategy and policy decisions withi No
scope of their charter.
Committees function as an important oversight mechanism for the board No
bring appropriate policy and performance issues forfilleboard to address.
Each committee reviews and approves its annual agenda for recommend No
to and approval by the board.
Each committee chair provides a report to the board at the next regu Partial
scheduled board meeting to update the boarde®8 G KS O2 YYA
findings, and recommendations.
Each committee has a checklist of key questions for members to ask on v, No
topics.
Committees are weltructured, each with a strategic focus and wadfined No
charter.
The board chair, in consultation with each trustee, selects and appoints Partial
committee members, with the approval of the entire board.
Each standing committee has a reasonably balanced workload and the No
committee meets with a regular cadence and does natehimng periods
when the committee is not required to meet.
About halfof peer systems have a requirement for at least one member of Yes
the Investment Committee to have specific expertise or experience.
The Audit Committee typically meetdtimes per year, based upon annual Partial
auditing activities and responsibilities, with meetings lasting 0.5 to 2 hour
The Investment Committee typically meet$ 3imes annually, with meetingg Yes
lasting 1 to 3 hours, for large systems similar to STRSIeiegated
investment manager selection.
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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Caclusions
Board Authorities
Compared to other U.S. state integrated retirement systems, the STRS Board:

1 s slightly larger, with 11 voting trustees compared with a median of 10 members
9 Has more elected and fewer appointed members
1 Has slightly abovthe average number of plan members as trustees

The STRS Board of Trustees generally has leading practice authorities, e.g., for budgets, staffing and setting
compensation, and procurement; however, there are several lagging practices

Based upon Funstond&isory Services InGbypeer benchmarking data, as shown in the table below, the
authority to select the external auditor and outside legal counsel is delegated to the Board of Trustees or
its designees at the majority of systems in this peer group. TRSSesponsibilities 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 or Comptroller 1

Attorney General 4

State Auditor 3

Source: Funston Advisory Service InGGResearch

STRS is in a small minority of U.S. states (lowa, Ohio, Pennsyhrahiennessee) where the State
Treasurer selects the custodial bank for the state retirement system DB plans, which is considered a
lagging practice This is addressed in more detaisection3.d. Custodian Policy

STRS purchasing exceptions and limitationa-vis standard state policies are consistent with most peer
funds

Recommendations for Improvement
Board Authorities

R1.4.1 The Ohio legislature should consider allowing tl&ystemto select its own external legal
counsel.
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Board Meetingsand Operations

STRS currently livestreams the public sessions of its board meetings through their website. Tieedideo
presentsthe meeting presentationmaterials and does not include apgarticipantvideo. This has been
an important first step in prading stakeholder access to meetings necessitated by the GOV/ID
pandemic. STRS has the statutory authority to contittueonductvirtual meetings andtrustees and
staff have indicated the intent is to ctinue to livestream the meetings.

Increasingly, peer fundsave been livesgaming their board meetings, including spealseaind other
participans in thevideo, andproviding links to an archive gfdeos from past meetings on their website.
This is a fuher step in transparency that does not requires stakeholder to be available at the time of
the meeting in order tsee and hear the discussion amliservehow decisions wereeached.

Most peer systems also maintain an archive of past meetgjemdas and minutesn their web site STRS
provides them for a short period and then removes the8imilarly, leading practice is to provide public
meeting materials from théoard book on the whsite well in advance of meetings, and to maintain an
archive foraccess to materials from past meetings; STRS Board books are uploaded just before the Board
meeting begins andire removed just before the next meetingStaff are concerned thatbecause
materials are occasionally updatéam the initial distribution prior to the meetingnaking board books
availableto the publicwhen the Board firsteceives them couldesult in dissemination of incorrect
information.

The number of STRS Board meetingsuatiy, 10, is the median for the peer group; however, at 6 hours,
the meetings are the longest in the peer grougncreasingly, peer systems that have delegated
investment manager selection to stdffive reduced Board meeting frequency to quarterly (e.g., TRS of
Texas) or bmonthly (e.g.CalSTRS)If STRS develops weihctioning committees (see below), it could
considerchanging the Board meeting schedule tentmnthly.

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 Board meeting, in Meeting Hours Per

full Board? Year
Meetings/ Hours by
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 | | | 34 | 30.3
STRS of Ohio
10 | | | 6 | 60

Source: Funston Advisory Service InGResearch
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STRStaff typically providesrustee access to board booKall the materials for committee and full board
meetings) on the Friday beforaeetings through théboard portal. The meetings typically begin with
committees on a Wednesday atitke full Board meting on Thursday. Prevailing practice at peer funds is
to provideboard booksat least five working days (or a calendar wegdr to a meeting.Some provide
materials two weeks in advance. Since STR$ehasieetings per year, with many four or five weeks
apart, it may not be practical to ask staffpoovide board books two weeks in advance. However, if the
Board were tachange to bimonthly meetings this could be a reasonable expectation.

The STRS Board does not utiltsecommittees consistently, which results in londelt board meetings
thanpeer systemsTypicallythe Board formally delegates appropriate topics to each committee dhnua
and sets target dates for bringing key policy items to the Board for apprDetihiled board due diligence
workisdelegated to the appropriate committees, with final approval and enterprigde items reserved
for the full board. The committees atsplay an impas&nt role in overseeing the areéisey are responsible
for, with the responsibility to escalate issues to the full board, as appropriate.

Becausdhe full STRBoard deliberates most items (with the exception of disability appetis)Board
tends to spend the bulk of its time @ttuarial and investment issues. These are critically important areas
but the net result is that there is limited time available éersight ofother areas More effective use of
committees could improveoversght of the entire organization. The following is an analysis tfe
scheduled time on th&TRS Boaahd committeemeetingplanning agendagom the past year

Trustee Meeting Time

(excludes preparation)

100 85
90
80
70
60
50
40 27 32
28 10 16
1 -3
18 V4 ' —
Committees Conduct Conduct (CE) Approve / Oversee Verify Total Board
(Elections) Set/ time
Delegate
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The 32 hours of Oversee tim®m the chart aboves broken down as indicated in tlebart below:

Oversee
20
18 17.25
16
14
12
10
8 6
6
35
4 25 2
2 IIII 0.25 0.5 IIII
0 — | -
Ex Dir Reportinvestment Dept Technology Finance Dept Communication Member Legal
Report Report Report Benefits

As one example where there could be additiobabrd focus, there are currenttyvo major information
technology projects underway within STRyer security is an area of increasing concand theBoard
only spentminimal timeover the past yeain oversight of technologyas shown

An analysis ofypical STRS board book materimidicates that over half are related to oversightdan
minimalrepresent verification ofeporting and controls.

Materials
350 303
300
250
200 166
150
81
100 52
50 3 1
Ay A
Conduct Conduct (CE) Approve / Set/  Oversee Verify Total Board
(Elections) Delegate Materials

The Board agenddoes notfollow a particularorder of topical items Leading practice is torganize the
agendabased upon the powers reserved for the Boardfter the initialcall to order andapproval of
minutes,this wouldfocus on thestrategic policy andelegation items firstiollowed byapproval of Board
decisions, then oversight reportillowed by veification reports.
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The STRS Board polDglegation to the Executive Direciacludes the followingrovision:d b 2 . 2 I NR
member or officer has authority over the Executive Director, except Board committees working within the
scope of their respectiveharters. Information may be requested by these individuat groups
However,f such requestintheEE S O dziil A @S 5 A N&réylirdsNalnaterial dnfodnyobsfaff time

or funds or is disruptive, it may be refuséd.

Thispolicy is typical at most peer fundsas a disciplined proce$®lps to improve responsiveness and
ensue requests are followed up appropriatelfHowever, i can be difficult for the Executive Director to
refuse a request from a trustee. Therefore, leading practice is to bHvsubstantive request$or
information and/or staff followup tobefielded bythe Board Chair who, in consultation with the Executive
Director,will determine the appropriateness and priority the request. This process also ensures that
information is shared with the entirBoard rather than with just the trustee whmade the reagiest.

Recommendations for Improvement
Board Meetingsand Operations

R1.4.2 The STRS Board should continue to livestream the public sessions of its meetings and
consider adding speaker and participant video; recordings should be archived and links
should be easily accessible on the STRS website.

R1.4.3 STRS 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 me@g agendas, materials, and minutes on their web site to improve
transparency.

R1.4.4 The STRS Board should formally delegate policy and decision due diligence and more
oversight responsibilities to its committees to reduce full Board meeting time and ioye
decisionmaking and oversight.

R1.4.5 Once a welfunctioning committee structure is realized, the Board should consider reducing
the frequency of its full Board meetings to fsnonthly.

R1.4.6 Staff should provide trustees access to Board book mathkriat least five working days
before the meetings; if Board meeting frequency is reduced tentdnthly the Board book
lead time could be increased more.

R1.4.7 The STRS Board should consider organizing its meeting agendas around the powers
reserved.

R1.4.8 Revise the policy and process for prioritizing and tracking trustee requests for information
from staff or consultants/advisors to involve the Board Chair, in consultation with the
Executive Director, in prioritization, approval, and followp on the requests.
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Committees

Five of the six committees at STRS are the most prevalent with the peer sydtesrisinal Average Salary
Committee is not found at any of the peer systems in this group.

However,STRS is unusuatcausewo of its committeeshave notmet for the past several yea(Staff
Compensation and Benefits and Health Care)

As indicated below, the STRS Board spends twice as many hours boaldl meetings annually as
compared to the peer group average (6028hours) STRS Board time in committee meetings is about
29 hours compared to the peer average of 35 houvkst of the elected trustees noted that they each
attend most committee meetings, even if they are not members of the committee, and patrticiptite in
discussion but do not vote.

However, the STRS Board spends 24 hours,%08@s committee time, with the Disability Review Panel
¢ over three times the average for othépards that have a Disability CommitteéAs a result, all other
committeesmeet significantly less thais typical at peer funds.
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Note: STRS responses are indicategi@ghshading.

Ave.
Time
Spent in
Comm.
Mts.
(Hours)

Ave.
Duration
Standing | Ave. No. Ave. No. of
Committees of of Meetings
N=9 Members Meetings (Hours)

No. of

Committee

Audit/Audit & Risk 35(@5) | 1.2(@5)
Investment 6 72(6) | 831 | 2.8(@) 15.5
Disability/Appeals 4 7.1(9.5) | 2.1(255) 6.6
Personnel/Compensation 4 : 35[0 | 0.8(0) 1.2
HealthInsurance/Insurance 3 7.0(6) | 450 | 0.8(0) 1.2
Legislative/Policy 3 4.0 3.5 1.3 15
Benefits 2 4.0 3.5 1.2 0.9
Finance/Administration/ 2 5.0 3.5 1.2 0.9
Budget
Governance/Board 2 6.0 4.5 1.2 1.2
Governance
Defined Contribution/ 1 7.0 15 0.8 0.1
DeferredCompensation
Executive 5.0 7.5 15 1.3
Proxy/Corporate Governance| 7.0 1.5 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
FinalAverage Salary 1 7.013 3.5. 0.8(0.8) 0.3
Average 4.3 35.0
STRS of Ohio 6 28.8

Source: Funston Advisory Service InGGResearch
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Total Time Spent in Committee

bbb&

Disability Review Audit Committee Investment  Ad Hoc Education Average Salary
Panel Committee Comm

In summary, we conclude that, with the exception of the Disability Review Panel, and to a lesser extent
the Audit Committee, STRS Board committeesrareusedconsistently oreffectivdy. Many trustees
stated that they do not see this as a problem antidwe all items should be discussed with the full Board.

While prevailing practicds overwhelminglyto havefunctioning committees of the board than total
meet significantlymore hours than the full board, there aexceptionswhere the board successfully
conducts all its business in full board meetin@neboardthat FAS has worked witineets bi-monthly
and spendsabout 24 hours annuallin meetingswith no committees. However, they have adopted
several leading practicebat allow this tofunction effectively:

1 Extensive delegations to staff

9 Hfective exceptionbasedreporting significantly reducedime spent on oversighttems and
allows the board tdocusits time primarly onpolicyitems and approvals

1 Hal-day retreatstwice annually to address a range of issuggh as strategic planning,
asset/liability managementmajor projects, business continuity and cybersecurithoard
governancelegislative agendas, and budgets

1 Sandard templates fopolicy and decision items thatclude executive summariediscussion of
alternatives considered, pros and cons of each alternative, risisiness case, and dissenting
opinions.

Inadditoni KA & &d@adSY dziAf Al Sa ag2N] Ay3 I NPstafiarmhanyi K I
of the areas that are normally covered by board committeesOhio this could be difficult to replicate
due to open meeting requirements.

In our experience, development well-functioningcommittees is the most effective way to utilize trustee
time whileimproving decision due diligence and system oversidtite current STRS situation of having
six standing committees and one ongoing ad hoc committee, ailly one standingcommittee fully
functional (the Disability Review Panel), is not effective.
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At many systemsthe role of the Disability Review ParfBlRP)is handled as an administrative function

and is not a function of the board (though subject to board oversight). Prevailing practice with public
retirement systems is to have a hierarchy of decision processes and checks and balances in reviewing
disablity claims and appeals, as this is the nature of the appeals proéasedicalreviewboard, which

already exists with STR®8yiews and then recommends to staff for acceptance or denial based on the
medical documentation and legal requirements.

legala GF FF 3IdzZARS (GKS LINRPOSaa |yR O2YLIX AlFIYyOS 4A0K
administrative procedures requirementsSomeof the STR®ustees, as well as senior staftated that

the Board rarely disagrees with the recommatidns of themedical review board and that thBoard

could focus more on oversight of a delegated procéssshould also be noted that, according to the CEM
pensionadministration benchmarkinghe duration ofan average disability appeat STR% 3 months
compared to peer average of 2 months and leading practice of 1 md®iiRS should consider hove th
disability appeals process can be streamlined to reduce the elapsed time required for res@dt®and

Board involvement may contribute to the slowermpess.

Similarly, trustees and staff explained that tfieal average salargrocess iglefined by administrative
rules andis mechanical, and that the Final Average Salary (FAS) Committee does not disagree with any
recommendedapprovals and, consequentlgioes not add much value.

The STRS Audit Committieas typically met one or two timgser year with last year being an exception
due to hiring a new Chief Audit Executive amiboarding a new external audit firnprevailing practice is
three to four times annually, consistent with the internal and external audit planning and reporting cycles.
Most of the peerboards, 6 of 8n our peer groupassign oversight of enterprise (nowvestment) risk
management (ERMip their Audit or Audit and Riskkommittee STRS does not assiBRM to any
committee Leading practice is also to have the Audit Committee responsible for overseeing
cybersecurity, a growing area of concern; at STRS, this also is not assigned to any coralthittegh

the Internal Audi staff memberwho focuses on ldioes periodically meet with the Audit Committe€he

role of the Audit Committee is discussed in more detail in se&ioRisk Management and Controls

Potential improvements for the STRS Board commigieucturecouldinclude:
1. Elimination of the Disability Review PafieRP) and Final Average Salary (FAS) committees.

2. A more active Audit Committee that meets quartedygd has an expandecharter to include
enterprise risk management (ERMpmplianceand cybersecurity oversight

3. A more active Investment Committee thatersees investment performance and brings items to
the full Board as appropriate, as well as conducting initlak diligence on proposed investment
beliefs and investment policy charge

4. A more active Staff Compensation and Benefits Committemamed the Finance and
CompensatiorCommittee that overseesdudgeting and financial processesnducts theannual
Executive Directogoal setting and evaluation process for the Bodeéds Exeutive Director
succession planning, and oversees the staff compensaticies andprocesgs and brings
recommendations to the Board.
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5. Expanding and renaming the Health Care Committee to becomédmeber Service€ommittee
with oversight responsibility fototh pension administration and health care policy and
operatiors.

6. Formaliethe ad hoc Board Educati@md Planning Committee astasding committee, renamed
the Board Governance Committee, with responsibility for board governance policies, board self
evaluation and continuing educatioand oversight of strategic planning.

As mentioned, it is prevailing practice for tBmard chair ® meet with each trustee, particularly new
trustees,and discuss their interests in serving on various committees. The chaiatimerallymakes
committee membership appointments, subject to approval of the Bolrd. Each newdgonstituted
committee, h turn, elects itshair for the upcoming year. While many appointments carry over from year
to year for continuity, there is also a balance in changmgmittee appointments as a means of trustee
development and leadership succession planning.

At STRSeveral trustees mentioned that they had not been asked their areas of interest by the Board
chair, and that both committee appointments and leadership positions were typicatijed over from
GKS LINR2NJ aaSlié¢ ¢KSy Thisyp@mentivhshiddoinade asdehbwcSiinitiéek S
chairs were selected.

More concerning, the Board Chair is currerghair of four committees (AudiDisability Review Panel,

Final Average Salary, and InvestmerR)evailing practice at other large publatirement systems is for

the Board Chair to not chair committees, with the except of the Board Governance Committee. We have
never seen a system where the Board Chair is also the Audit Committee chair,megbigs a potential
conflict of interest.

Also of concern is thathe four appointed trustees are not allowed to chaiBaard committee based
upon recent practice This potentially undeutilizes the appointed trustees whbave experience in
accounting and auditing and institutionalinvestmens, for example.Most boards attempt tdeverage
the experience of their trustees to the extent possible.

Recommendations for Improvement

2

R149 ¢KS {¢w{ .2FNR akKz2dzZ R StAYAYylIGS GKS .2 NRQa

the disability appeals process to staff and the medical review board and focus the Board
more on oversight of the policies and procedures, including approval of selection of the
medical review board. This will enable the Board to focus on process and overaigare

it determines that delegation is prudent.

R1.4.10 The STRS Board should eliminate the Final Average Salary Committee and delegate the
approval responsibility to staff.
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R1.4.13

R1.4.14

R1.4.15

R1.4.16

R1.4.17
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The STRS Board should commit to a functioning standing becardmittee approach, with
a streamlined structure with five standing committees, as indicated below, and new
charters should be developed that clearly articulate the responsibilities of each committee:

Audit Committee

Investment Committee

Finance and Compesation Committee
Member Services Committee

Board Governance Committee

= =4 =4 =4 =4

Each committee, under the guidance of its chair, should develop its t@rgn calendar in
adzLJL2 NI 2 F O Wé&r caléntaNd® @isureYedrimiitée activities support key
Board decisions effectively.

The Board Chair should meet with each trustee, especially when they first elected or
appointed, and discuss their interests and experience in consideration of their appointment
to committees.

The Governance Bhual should be revised consistent with the existing practice where the
Board chair proposes committee membership each year and makes the recommendation
to the full Board for approval.

Each committee should elect its chair annually; the Board Clshiould not be the chair of
any Board committees, with the exception of the Board Governance Committee if that new
committee is implemented.

Appointed trustees should be considered as potential committee chairs, especially when
they have the most elevant experience in the area of responsibility of the committee.

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

See ExhibiD for proposed content for committee charters.
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1.5 Budget Process
STRS budget 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 YAAaaArAzy LINA2NARAGASBSE FyR FA&O0Ft | OO02dzyliloAf Ale dé

One of the key aspects included in the above statement is the linkage to strategic planning initiatives. A
public retirement system typicallgioes not havea capital planning process thatentifies 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 administreicosts of a retirement system are personnel relatbe,
prevailingpractice is to budget and monitor staffing headcount by departme@bsts in a number of
operational areas in a public retirement system can be driven by volume of actiidtyexampé, costs
related to processing new retirees, or costs related to updating member files to conform to rule changes.
An effective budgeting proas identifies those costs thate primarily fixed and not sensitive to changes

in activity levels and those cts that are significantly subject to ftiuation. For those costs thare
activity-level dependent, the budget assumptions should specifically include the anticipatedesthat

drive costs so that any variance, either over or under budget, can bdyeaderstood.

Regarding budget monitoring, the annual budget should be calendared monthly to allow tracking and
reporting on a monthly process. Each department head who is responsible for their budget should receive
monthly performance reports on a tiety 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.
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Budget Process Standards of Comparison and Findings

Budget ProcesStandards of Comparison Findings

The directional framework for both operating and capital budgets casc Partial
FTNRBY GKS {2aidSyQa aAdNrdS3aIaAodo LX LY

There is a&omprehensive budget policy which is implemented effectively Yes
all administrative costs (not including external investment fees).

The budget reporting policy and process is effective in planning and man Yes
costs and providing timely financial perance reports.

The budgeting and budget reporting processes are largely automated a Partial
not rely on manually intensive processes and spreadsheets.

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

Conclusions

Budget Policy and Practice

The policies that govern and guide the Ohio STRS budgeting process are laid out in detail in accordance
with section 3307.04(D) of the Ohio Revised CodeThe policy is highly detailed in (1) the definition of

the mandatory timing of budget preparationctivities, (2) the classification methodology of budget

spending, (3) its linkage to organizational goals, (4) the major steps in the process of budget development

and key departmental, senior management, and board responsibilities, and (5) ongoing gxantic

managing the budget and reporting status throughout the year. The policy is suppdortédeitem

descriptions thafacilitate standards in budget development and tracking.

Budget Development

On an overarching basis, the annual budget developnpeotess at STRS is considered effective from

both a controls and execution perspective. The budget developmyie runs for approximately 45

months, commencing each February and concluding with submission to the ORSC no later than 60 days
prior to the Board adoption of the budget. The annual cycle begins with detailed discussions between the

Finance staff and each internal department within STRS. These baogomsviews provide the
organization with a strong foundation thaéstablishes an importantdetailed understanding of annual
2LISNFGAY3 FYyR OFLRAGEE AYLINRGSYSy
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justifications to theBoard at the time the budget is presented, and to properly prepare the standardized
accounting dall budgeted line items in accordance with General Ledger codes for ease of roll up reporting

and future production of the ARR

The numerous iterations in the annual budget development process have been in place for many years
and there is a regnition that management across the organization is highly adept in producing budgets
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annually. Given the long tenure of associates within STRS, the annual budget development process has
0502YS KAIKE& (ddzySRo® C2ff 26 Ay 3 acrisk $he énfiré FTRE NR
organization, Finance organizes and conducts a set of roll up reviews across the levels of management
within each organization. Multiple department heads in the STRS organization described the existence of
I & 6 dzR 3 Sdia fuF dweréngs® @néd appreciation of the annual cycle, its supporting procedures and
data standards, expectations of their responsibilities and important deadlines and milestones along its
development. Ultimately, the department heads, CFO and Executive @ireett to review and approve

all budgets, prior to packaging them up for distribution to and review with the Board and ORSC.

Despite weHdefined policies and procedures, the budget development process is inherently inefficient,
almost exclusively due its manual nature and dependency on Microsoft Excel spreadsheets. These Excel
workbooks are the primary means of capturing and rolling up budget forecasts for STRS. Internal staff
that were interviewed for this audit were uniform in their hope that theganization could leverage
automation to facilitate a more straighhrough-processing budget development process at a near point

in the future. Additionally, a common refrain was shared regardindgrémguent requirement to repeat

time consuming budgenput steps on the spreadsheets whenever adjustments were required due to
numerous reasons ranging from upstream budget adjustments by superiors, to simple input errors. This
operating paradigm also introduced a collateral challenge of maintaining effeatission control. The
STRS Finance department recognizes that the use of Excel and its lack of integration with the general
ledger system creates a burdensome budget development process within the organization and has set in
motion plans to introduce aew, integrated platform to create a more straigtitrough processing
solution.

During the annual review and approval process with the bR, it is common for th&oard to raise
guestions about the budget, notably (but not exclusively) in the areas of variable compensation and
capital improvement initiatives. Capital budgets are also developed each year from the baitomot

simply carried forward as part of a niwyear forecasting process. TBeard will receive and review the
LINRLI2ZASR |yydzZ f o0dzR3ISG y2a 2yfte a | adryRIFIf2yS
inclusive of budget notes, a desirable practice in providing proper fiduciary owersiheB2 I NR Q &
attention to detail during the annual budget review enables the broader organization to streamline
budget tracking and reporting practices throughout the year following the approval process.

Ohio STRS does not currently develop a thyear operating plan, a practice becoming more
commonplace with very large public pension plans. The main benefit of aytberdinancial forecast is
fortheB2 F NR (2 O02yySOG GKS 2NEFYAT I A2y défined dyddfi ST A O
capital investments and operating costs. A thyear plan is also optimized to forecast the influence of
external drivers (e.g., projected volume of retire@s) changes in the budget (i.e., vendor costs and
staffing.) It serves to highlight risko maintaining current budget levels and to establish a pipeline of
potential capital initiatives.  The recommended cadence for a tyesg operating plan would be to

produce it as a direct followip to the publication of the strategic plan and tonegh it at the midpoint

between strategic planning cycles.
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Budget Tracking and Reporting

Given the strong governance, attention to detail in the bottambudget development process, and level

of board review of the proposed budget prior to approvale throcess of tracking actuals against
forecasted budgets within the STRS organization and reporting results to the STRS Board has also become
routine. The general ledger system provides online services and important notes to each department to
facilitate ongoing expense management throughout the year. Fungibility standards exist to provide
management with an important level of flexibility in overseeing their budgets efficiently. The board
monthly budget performance reports are developed and distributgdie Finance Team and contain
granular level information (i.e., by vendor). Buard takes up the budget only as part of routine matters.

Budget tracking practices at STRS are considered strong and effddisterically, the organization has
maintained a very strong and consistent track record at managing aspedingin accordance with
forecasted budgets throughout the annual cycl@®n the rare occasion wheih was anticipated that
spending levelsould exceedthose budgetede.g.,2016), management prepared a timely and detailed
review for the boardo amend the budget In looking ahead, management reflects the importance of
ensuring current staffing levels in the functional support of operating budget oversight in order to
maintain historical levels of operational performance in this area.

Two recent recognitions for performance in financial management bear mentionBrgwe LLC, the
AYVRSLISYRSYGzE SEGSNYIlf | dzRAGAYI FANXY | &dapnodryoBR o0&
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accepted accounting principles, and thenfifound no instances of noncompliance nor angterial

weaknesses ininternalcontros. RRA G A2y I ff 82X {¢w{ SINYSR (KS D2@SNYy
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Comprehensive Financial Report for fiscal year 202@act, STRS has received this award for more than

30 consecutive years.

The potential breadth and depth of inherent risks (i.e., financial, reputational) associated with high dollar,
capital projectinitiatives, especially those that are developed through the strategic planning process and
support missiorcritical operational functions including investments, accounting, and member services,
suggest that théBoard shouldapply a more heightened levef ongoing oversight to track their progress

from both a budgetary and quantifiable benefits realization perspective than that which is currently
applied during the routine matters discussion at the montByard meeting. Strategic planning
documents for STRS effectively lay out the key goals and supportive metrics. Further, the CFO develops
and presents a corresponding budget framework to orient the Board on financial impacts of the plan.
More detailed atribution of major forecasted capital initiatives to the key goate included as part of

the publication of the plan.

Finally, the practice of reporting monthly budget forecasts to actuals for multiyear capital initiatives is
admirable; however, becauskeviations between the two are often de minimus over short durations, the
practice can inadvertently mask important imminent or unplanned impacts on the project and its budget.
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Travel, Expense Management and Reporting

The STRS organization maintains strong policies and procedures to support expense management.
Policies set spending authorization limits across the organization, establish clear guidelines for
competitive bidding, and define ongoing practices fasard oversight of expense management.
Delegation authorities to financial management for approval of invoices, purchase of goods and services,
and routine payments are well codified. Detailed travel and expense policies define permissible and
impermissible expenditures and prescribe ptteavel authorization and expense reimbursement
procedures which are clearly defined and stringently adhered to.

The aforementioned general ledger platform that is being contemplated is also expected to reduce
dependencyon manual procedures and batch style processing for expense management as well. New
features including receipt scanning and automated reporting should streamline théoegrd expense
management processes, further reinforcing standardization and aatéigr entry, validation and
reimbursement tasks.

Recommendations for Improvement

R1.5.1 Continue tomove forward with the initiative to convert general ledger platform from
Peoplesoft to Workday to eliminate dependency on spreadshéetsed budget
development and expense reporting processes and to shorten the overall window of time
to develop the annual capital and expense budgets.

R1.5.2 As part of the Workday project, redesign current procedures in budget development,
reporting, and expense manageme processes to optimize workflows from an overall
efficiency and controls perspective.

R1.5.3 Given forecasted retirements across the organization, assess the risk of loss of fluency
FONR&a (GKS 2NHFYATIFGA2y Q& dzy RS NEesidngaRtivglya 2 F
commence knowledge transfer activities to avoid potential gaps in the performance of
budget development and tracking processes.

R1.54 Formalize development of a thregear Operating Plan from the strategic plan to produce a
multi-year, forecasted capital and expense plan for the organization.

R1.5.5 Augment monthly budget reports with quarterly updates of capital improvement initiaéis
using stop light style formatting for reporting costs, schedule and benefit realization.
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1.6 Conflicts of Interest

Written policies and procedures currently in place to monitor and gusagdinst professional
conflicts of interest

Expectations

A public retirement system should have policies and practices to effectively and transparently address
actual or apparent conflicts of interestt &t A& AYLERNIFyYy(d GKIFIG GKS aeaidsSy
persons who are subject to itowflicts of interest policieg i.e., covered persons typically board

members, staff, managers, consultants, and certain key service providaard members and staff

should receive regular training regarding conflicts of interest, including the psdoeslisclosing and/or

curing any potential conflicts. Investment managers, consultants, and other professional service
providers should be subject to initial and annual disclosure, as well as ongoing reporting obligations.

Board members and staff shaluibe subject to annual verification, certification, and public reporting with

respect to compliance.

General Conflicts of IntereStandardof Comparisorand Findings

General Conflicts of Interes$tandards of Comparison | Findings
The followingpolicies are in place:

1 Ethics Yes
1 Standards of Conduct Yes
1 Conflicts of Interest and Recusal Partial
1 Misuse of confidential/proprietary information Partial
1 Manager/Vendor Referral No
The Ethics Policy describes board members' obligations wveifipect to No

conflicts of interest and provides appropriate guidance to board mem
regarding their obligations.

The Financial Disclosure Statements cover reporting of financial interest Partial
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 ofeirest and ethics policie No
annually.

There is a policy regarding the use of placement agentsther mechanismg Partial
AY 2NRSNJ G2 NBRAzZOELIH Véé LR HISKGA I £

There is a separate employee personal conduct policy covering prohi Yes

activity, ethical conduct, gifts, personal trading, and whistleblower protect
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Conclusions

Section 3307.042 of the Ohio Revised Code requires the STRS Board, in consultation with the Ohio ethics
commission, to develop an ethics policy governing the Board and STRS empld@yee8oard has
complied with the statutory requirement anddopted an ethics policy (Appendix B to the Governance
Manual), and employee ethics is covered in the Associate GuidellieRevisedCode also requires the

Board to periodically provide ethics training to members and employees of the Board. TheaBopied

GKS . 2FNR aSY0oSNRBRQ / 2RS ingrilia/th? gxeludieibenefitride @ekduty tR R NB a &
avoid conflicts, limitations on employment with the System, the lack of individual authority, and cites the
applicable statutory references.

While the Ethics Policy describes certain types of conflicts of interest, it provides no guidance as to the
actions that one should take upon the occurrence of a potential or actual conflict, such as consulting with
legal counsel, disclosure and recudaladdition, where a conflict has been identified, circumstances may
require that the conflicted party be excluded from certain discussions or screened from to prevent the
receipt ofconfidential information with respect to the conflict.

The Boar@ Ethicdolicy provides that Board members may not use or disclose confidential information
protected by law, absent authorizatiotdowever, it does not discuss fiduciary or policy limitations on the
disclosure of confidential information otherwise. It is imgamt to note that certain information, while

not protected by law, could cause harm to the System if improperly disclosed to a third party, and such
disclosure could result in a breach of the duty of loyalty.

Section 3307.042 of th®evisedCode requires the Board to establish a procedure to ensure that
employees are informed regarding procedures for filing complaints alleging violations of the Ohio ethics
laws (Chapter 102 and/or Sections 292148} with the Ohio Ethics Commission or the appropriate
prosecuting attorney. While the Board and the Associate Ethics Policies provide the contact information
for the Ethics Commission or STRS legal counsel for any advice, assistance, or questions related to the
statutes or the Ethics Policies, the policies do not explicitly address the procedures for filing a complaint.
In addition, while the Associate Guidelines contain a-Nanassment policy thatncourages employees

to report fraud, waste and abuse angrohibits any form of retaliation, STRS does not have a
comprehensive whistleblower policyConsideration should be given to whether reference to additional
situations and protections covered in the Ohio Whistleblower Protection 3ett(on4113.510f the
RevisedCodg should be added to the Associate Guidelines.

While the sample of STRS investment agreement revealed that it is generally receiving placement agent
representations, STRS does not have a stlade policy regardingmplementation ofpay-to-play rules

Board members the Executive DirectorChief Investment Officeiand State Retirement System
Investment Officersaare required to file annual financial discloswstatementswith the State Ethics
commission within 90 days of hire and eadltay. While disclosures may be reviewed on an ad hoc basis,
there is no internal process for reviewing the disclosures or ongoing process for monitoring potential
conflicts.

It is a leading practice at peer funds to estslbla policy that provides a prudent process for handling
situations where Board members encounter potential service providers or investment opportunities and
wish to refer them to staff. These policies usually specify a point of contact with the stafftle Chief
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Investment Officer or Executive Director), include a tracking mechanism and provide reports back to the
Board or Audit Committee to make sure thattiduciaries are aware of referral activitie®olicies also
usually provide that the sandue diligence standards apply, regardless of the referral source, and prohibit
attempts to exercise undue influence.

InvestmentRelatedConflicts of Interest Standards of Comparison and Findings

InvestmentRelated Conflicts of Interesttandards of Comparison Findings
There is an insider trading policy and a policy for materiatmalvlic Yes*
information (MNPI)

Investment managers are required to affirm that they do not have a confli Partial
of interest at the outset of the relationship and reaffirm this annually.

Any conflicts that ariseiith investment managerduring the course of the No
relationship are timely disclosed to the system in writing.

The template side letter requires investment managers to complete a No
disclosureform upon execution of the side letter and again annually.

Investment Compliancis responsible for ensuring that thequiredannual No
disclosures are received.

Investment Compliance verifies that information received is consistent wi No
data reported to the SEC or otherwise available to STRS.

Investment Compliance escalates any significant findings. No
External managers and broker/dealers must affirm compliance with syste No

rules annually.

* See specific recommendations with respect to the MNPI polisgdation 3.1.9.

Conclusions

{ ¢ w{ Q anidstyiddiMbidagementAgreementé d L a! ¢ 0 NBIljdZANBa Ay @SadySyd
investment activities in manner consistent with the Code of Ethics and the Standards of Professional
Conduct adopted by the CFA institute. The IMA also reguirestment managers to complyo the

extent applicablewith the reporting requirements contained Revised Cod8ections 101.96t seq(Joint

Legislative Ethics Committee) and Chapter 102 (Ohio Ethics Commission) of the Ohio Revised Code, and
provide evidence of compliance upon request and notify STRS of any change in the representations
contained in the IMA. The standard IMA also requires managers to promptly notify STRS if its
representations in the IMA, including with respect to conducting its #iets/ in accordance with

applicable ethics laws, cease to be satisfied, or as otherwise requested by STR8{ Q F2N)X &aARS
requires the general partner to cause the partnership to comply Ridlvised Cod8&ections 101.9@et

seq, 102.03, 2921.43,ral 3307and thereportingrequirementsrelated topolitical contributions.

Revised Codé&ection 101.9Cet seqpertains to lobbyist and employer disclosures, and wISIERS
interpretsi KS RSTAYAGAZ2Y 27T dqavdverngdStXirSinestmant aiager activiies 6 & A 4 (
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targeted to influence thd & & (i &afstdas, it is unclear to what extent a reporting obligation would be
triggered by a manager in the normal course.

Recommendations for Improvement

R.1.6.1

R.1.6.2
R.1.6.3
R.1.6.4

R.1.6.5

R.1.6.6
R.1.6.7

R.1.6.8

R.1.6.9

R.1.6.10

Amend the Ethics Policy to identify a process, subject to required external approvals, for
consulting with counsel, disclosing and/or curing any potential conflicts.

Establish a process to monitor armire any continuing conflicts of interest.
Adopt a comprehensive confidentiality policy.

Adopt manager/vendor referral policy, which addresses ex parte communications and
avoiding potential for board member improper influence.

Constler expanding Associate Guidelines to incorporate or reference provisions from the
Ohio Whistleblower Act.

Adopt an SEC patp-play policy.

Require each trustee, senior staff member, and all investment staff to provide an annual
certification of compliance with the Code of Conduct, Ethics and Conflicts of Interest
policies.

Require annual affirmations from all counterparties of the investment officesuch as
investment managers and broker/dealerghat they are in compliance with all contractual,
legal and regulatoryethics and compliance requirementapplicable to their provision of
services to the System.

Require annual ethics/compliance affnations from consultants and key professional
service providers, such as investment consultants, management companies, and legal
counsel, including acknowledgement of receipt of STRS policies at the entity level and
individual certifications from key pesons.

Establish a robust compliance process, including comparison of STRS transactions against
Financial Disclosure Statements and other public filings and ensuring that all compliance
exceptions are escalated for remedial action, as approprieaed reported to the Board or

Audit Committee.
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1.7 Succession planning
Succession planning for key positions
Expectations

Slecting, evaluatingand preparing for the succession of the executive dire(D) are mong the most

important functions of a fiduciary board. i A& GKNRdZAK G(KS SESOdziA PSS RANE

and policies are executednd organizationdeadership and pulid presence are demonstrated.

¢KS AYLRZNII yOS 2 TheikpoBingark Yérkingdelatisnshipavigh tHeogr®Rcannot be
overstated. It is to the ED that board first looks for implementationand that individualis the single
point of executiveaccountabilityas the most senior officesf the system.

The ED has overall responsibility for both operations and enterprise administration in the execution of
board approved directions within policyThe ED should lead th&trategic 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 pbfity/includes coordinating staff
research and advicand making recommendations based on the pros and cons of the range of available
policy options and their implications. The ED should also be able to engage consultants to advise the staff.

The ED is responsible for hiring, evaluating, compensatingplanging for the succession of the senior
officers and staff of the system for both operations and enterprise functidiie ED and senior officers
should timely report actual progress toward goals and expectations to the board and its committees.

TheEDis responsibldor providing reasonable (but not absolute) assurances to the board that there are
capable people, processes, systems, and resources in place to effectively and efficiently manage the
system to achieve expected performance. This incltlkdesesponsibility to timely identify and escalate
matters to the board when actual performance varies unacceptably from what is expected, or when
resources may be inadequate. It also includes the responsibilitgroviding accurate and timely
information for board decisiommaking. The ED should seek board direction and adapt execution of
approved directions as needed.

TKS 9504 321 t4a &K2dfR 65 OfSINI& RSTFAYSR EP | ROLY

should be held accountable fohé achievement of these goals using an annual written evaluation and
with compensation linked to measurable performanck.is a prevailing practice among peers for the
board to have the authority to set compensation for this positi@ertainly, everyristitutional investor

and corporation would see this as fundamental to the relationship.

C2NJ £t G(KS&S NBlIaz2yas GKS SESOdziaA@dS RANBOG2NDA
vacancy in this positioar in the eventof apermanent \acancy due to retirement or other reasons. The

leadership and performance of all senior officers and staff, with the exception &hief Audit Executive
(CAE who reports directly to the board, is ultimately the responsibility of the ED.

Successionlgnning forother key positions in public retirement systenis a critical responsibility of the
executive director. The plan should be approved by the board, then updated as necessary. Public
retirement systems all have some hurdles in succession pignespecially for those that are directly
within the executive function of state government and that operate within civil service requirements and
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union contracts. Typically, the identification of specific individuals for specific positions is prohibite
Nonetheless, a succession plan, particularly for emergency vacancies, is a prevailing practice for meeting
business continuity needs.

The succession plan should maintain internal governance and checks and balances such as segregation of
duties. Forexample, if there are two positions that are control positions in that each is required to
countersign documents, then those positions should be covered by someone within those respective
functions and not the ED.

The ED has the responsibility to keep beard informed and the plan uf-date. Within a systeawide

plan, the board should ensure there is a clear emergency succession plan for its direct reports, i.e., the
executive director and th€ AE The board should also become familiar with the bentthrgyth of the
leadership of the system through exposure to executives at board and committee meetings. Succession
planning for senior level positions is also typically embedded in hiring and promotion decisions.

Succession Plannir@andardof Comparisorand Findings

Succession Plannirgtandards of Comparison Findings
There is a succession plan for the executive director approved by the boz Partial
including an emergency succession plan; the emergency succession plar,
maintainssegregation 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 Yes
plan is reviewed with théoard or a designatedoard committee.
The staff ongoing education plans link to developing bench strength and Yes
supporting succession plans.
The system has a robust strategic planning process that is transparent bg No
internally and externally.
Thestrategic plan is a useful and valuable tool used at all levels of the Partial
organization in goal setting and accountability.
There is a standard process for engaging the leadership tearbotrel and Partial
the ED around the strategic plan.
Theboard orboard committee has a process for meeting with the ED to Partial
NEOASG | yR dzLJRF GS 32| inchrporatesnp@tgng dz
goals of the strategic plan for that year

Conclusions

Successionlpns vary in detail and depth, with some such as Finance, Member Benefits and IT outlining
bench strength, developmenplans, readinesdo assume responsibilities immediately, and where
external hires are desired. It is apparent that the majority of depants put significant thought o

51
Funston Advisory Services LLC



2022FiduciaryPerformanceAudit of STRS aDhio

developing these plans and regularly review and use these pl&losvever, technical expertise and
management/leadershigskills are distinct; training to manage or lead should be part of the overall
education and succession planning.

The Executive Director succession plan was developed by the previous ED, and it appears that the current
plan has not been updated for 2022 and apyed by the Board.

It is apparent that the successida the new Executive Directawent well and the Board followed a
prevailing practice of utilizing a national search firm, in this instance Korn Ferry, and sourced both external
and internal candidatesSTRS had a communication plan upon selection to inform, in a timely manner,
all internal associates, legislators, plan menshstakeholders and the publidhe ED succession plan did

not outline critical skills necessary for the ED position; going fahwlae Board should include skill
identification within its ED succession plan and the Board should have a discussion about the type of
person/skills necessary to lead a large organization, both internally and externally. A knowledge of
internal functionsand processes as well as the skills to be an important ambassador and understand the
external landscape in the public sector, and the ability to be an effective spokesperson for the system
should be part of the calculus.

Generallythe Department Directa who developed thessuccessiomplans were thoughtful about skill
sets and segregation of duties.

¢tKS . 2FNRQa t2fAade al yda t 2dzift Ay<oa suécéssianDplanhing2 y 3
annually. It is unclear the extent to which the Boagdliews or discusses the bench strength within the
Executive and other Departments, or pending retirements from critical positions, and it is unclear to what
extent Departments are focused on bench strength for the future through its recruitment efftirts a
balancing act to enhance STRS employee culture by developing from within and with bringing on external
talent to develop bench strength and add different ideas and perspectives to the mix. Evaluation of bench
strength and key gap identification ataffing backup is critical.

STRS does have a strategic plan that is consistently updated and presented to the Board monthly on a
transactional basisHowever, monthly strategic planning updates to the Board that are solely transaction

in nature are nomeaningful and can obscure the longerm planning horizon of the plan and the desired
outcomes. Updates are more meaningful if they occur no more often than twice yearly and include
conversation about the direction of the plan with updates and recomdeehcourse correction if
necessary.

The Strategic Plan has apparently been updated awthree times in the last 10 years but executive
leadershigsnot clear about the procesgpoing forward There are a variety of strategic planning processes
and consitants that can assishut of importance is that whatever the process, it should contain broad
internal and external stakeholder involvement. A common understanding of how the plan is used to
support individual goal setting and longerm needs is esséial. The succession plan should be

AdzLILI2 NI SR 68 (KS aeadsdSyQa dzyRSNAEGIFYRAYI 2F adl FFA

The longerterm Strategic Plan is not referenced in succession plans nor does it appear to be used directly
in department goal setting and review process. The ED is apparently evaluated annually in a process
where Deputies of all departments participate in proviglinformation around Executive compliance with
policies.
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It is unclear whether or when external parties and stakeholders have been involsgdtaygic planning
but apparentlynot all stakeholders are involved in the process

Recommendations for Iprovement

R1.7.1 The Executive Director succession plan should be updated and reviewed and approved by
the Board and be more specific in its requirements.

R1.7.2 All Department plans should elaborate on training/education needs and coordinate with
thel w RSLI NLGYSyd G2 06dzZRISEG FYR YIS GNFYAyAy3
goals and strategic plan.

R1.7.3 The ED and senior staff, and then ED and Board, should candidly discuss the importance of
hiring externally for certain positions whit are difficult to recruit and retain, address
temporary needs or require unique skills or resources.

R1.7.4 STRS should develop a more robust and transparent process around strategic planning.

R1.7.5 Strategic plan updates to the Board and strategic planning conversations should usually
take place no more often than twice yearly to avoid confusion of tactiead strategic
decisions processes.

R1.7.6 Consistent with R1.4.9, the Finance and Compensation Committee (if implemented) should
review ED goal setting and review performance, and reference an updated and inclusive
strategic plan.
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1.8 Administrative Costs

Administrative costs, including determining their appropriateness compared to comparable
public systems

Expectations

The scope of this section of the review includes the administrative costs of the retirement system.
Investmentrelated costs are addressed separatelyattion Three: Investment Policy and Oversight

The system patrticipates iperiodic benchmarking of pesion administration costs and service levels
through studies conducted bgn independent service such,asg.,CEM Benchmarking Inc. of Toronto,
Canada.The systenmanage performance by developing achievable goals in the areas of cost, service
and trarsaction volumes, and considers pension administration cost relative to service levels achieved.

Administrative CostStandardsf Comparisorand Findings

Administrative CostsStandards of Comparison | Findings
The administrative headcount @@nsistent with peers. Yes
The cost per member and annuitant is consistent with peers. Yes

Conclusions

Based upon Funston Advisory Services IfiGx@er benchmarkingshown below,STRS appears to have
reasonable levels of staffing and budgetsmpared to the peer group.STRS has higher investment
staffing due to a much higher level of internal investment management than these. p8amilarly, the
level of IT staffing is higher than the peer group average due to supporholiseinvestment accounting
systems

Peer No. of

Metric STRS | Average| Low High | Peers
Total FTEs per 10,000 DB Plan Members 10.1 11.9 5.2 22.8 7
Retirement + Member Services + Employer Servii 2.4 4.2 0.6 11.6 9
FTEs per 10,000 DB Plan Members
Information Technology FTEs per 10,000 DB Play 2.4 1.8 0.6 4.6 9
Members
Finance and Accounting FTEs per 10,000 DB Pl 0.5 1.2 0.4 3.9 9
Members
Investment Management FTEs per $1 billion AUN 1.1 0.8 0.5 11 7
Total Budget (less Health ahtsurance $230 | $290 | $117 | $789 7
Administration) per DB Plan Member
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These InGo¥ findings areconsistent withthe findings from the most recent CER&nsion Administration
Benchmarkingeport for 2021. This peer benchmarkingtudy focused only on the costs related to
member, annuitant, and employer servicedt should also be noted thahe STR$otal service score was
92 out of 100, thesecondhighest in the entire CEM peer universe.

Among theconclusions cited by CEM in their report were:

1 dYour total pension administration cost of $101 per active member and annuitant was $7 below
the peer average of $108 and $19 below the universe average

1 Between 2014 and 2021 your total pension administnaiost per active member and annuitant
decreased 1.0% per anndbre

We conclude that STRS has done an effegivedf managing its administrative costs.

Recommendations for Improvement

No recommendationsat this time.
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1.9 Communication policies angdrocedures

Communication policies and procedure$ STR®etween the board, its members, and its
retirees.

Expectations

As a fiduciarythe boardhas an obligation to provide accurate reports to its fund beneficiaries and
employers on plan status and performance, as well as submit statutorily required statement of funds
reports to participants, financial statements and various other reprigarticipants, legislative oversite
bodies and interested publicin addition, accurate stakeholder understanding of pension fund issues is
ONRGAOFE (G2 LINIAOALIYGAQ NBGANBYSYy(d aSOdMNRGe:Z
Stakeholder grops are included in access to information and dialogue.

A board policy commonly establishes communications roles for trustees and staff to ensure interactions
with stakeholders are appropriate and that the information provided is accurate and consistét.
executive director (ED) is normally the designated spokesperson for most matters.

The ED commonly delegates most dayday communications responsibilities to a public information
officer (P10).That can entaileading staff or consultants thatanage websites, requests for information,
social media channels, and the content and design of official materials and media reld@i@PlO also
typically assists trustees with matters that require a public response from the bddady larger funds

now have a team involved in managing external relations and communicatibims.PIO and ED develop

key messages and communication strategies and ensure the board is well infofhtoard approves
GKS o0FaAal0 GKNYzA (G Ednsistency andaritsof MessageSisiciiticall ATePHD and ED
have been well trained in the development and use of messaging as a critical component of effective
communication.

The board chair is usually the spokesperson for matters involving board decisions andrsstudtere it

is inappropriate for the ED to speak on behalf of the board. Board policy typically directs that other
trustees speak on behalf of the board only when authorized to do so by the board. If an individual trustee
is compelled to comment on a had matter, it is important to indicate if they are voicing a personal
opinion or if they are speaking for the board.

Peer policies commonly require trustees to inform the ED if they are contacted by media, elected officials,
vendors, or by other stakehdérs. This policy enables the board deadershipo have a more complete
picture of matters that interest stakeholders and to provide a consistent response and develop important
messages.

In a public retirement system, it is important to engage keketmlders such as beneficiaries, active
members, retirees and the legislature in the strategic planning process both in the formulation of the plan
and in its communicatioplan development for dayto- day communication expectations and for crisis
communcations Transparency is important.

Trustees are typically directed not to provide specific advice regarding the rights or benefits to which an
individual fund participant may be entitledThey are also not to divulge information about individual
participants in the fund or other confidential matters they may encounter as they carry out their
responsibilities.Generallyfrustees do not have access to any individual account information nor should
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they ask to access such informatidrgwever,staff provices aggregated information routinelyPrior to

engaging in external communications on sensitive issues, the ED is usually expected to consult with the
board or board chair, as circumstances alld&®ome policies require that the board or board chair review
LINS&da NBfSIFasSa o0ST2NB (KSe& INB RA&ZaSYAYyFGSR G2 §
Other funds have delegated this function but expect the board to be updated in real time.

In addition, trustees shouldachhave asystemspecific email account for several reasons: first, to clarify

GKS OFLI OAGE AY 6KAOK (GKS& I NBE O2YYdaydis€rbndigjtgy 3 S & LI
keep personal and public accounts separafae they speaking as a trustee, a priveitizen, a legislator

or in their official capacity?Public retirement systems may receive requests for information and trustees

may have their email accounts includedtirese requests, as well afiscovery requests. For these

reasons, the leading pctice is for the system to provide systatadicated email accounts for trustees to
be used only for system business.

CommunicatiorStandardf Comparisorand Findings

CommunicationPolides and ProcedureStandards of Comparison Findings
There is aobust stakeholder communications policy, communications pla No
and crisis communications plan.

Communications roles are clear for theard and senior executives. Yes
Theboard has a policy that the ED speaks for the fund generally, and the Yes

b2 I NRQ&a SELISOGIGA2ya F2NI oSAy3 | R

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

1 The ED is accessible and responds timely. Personal contact Yes
legislators and member and retiree groups is a key responsibi
in representing the fund and keeping stakeholders advised.

1 Messaging is consistent and clear and is not a recitatidaats. Partial
Messaging has heart and is stated in a manhat advocates for
the fund and its beliefs and positions.

Written and oral communications are in plain language and understandak Partial
for those outside the pension furetiministration or investment field.

Policies and 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 tleystem 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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CommunicationPolides and ProcedureStandards of Comparison | Findings

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

TheFund is literate in multiple communication media including social med Partial
platforms. TheFund has consultants and staff that are capable of monitor
and pushing information via multiple resources.

Meaningful and impactful messaging is consistearbas the system and is Partial
always timely 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

STR®oes not have an internal staff communications policy. Board Governance Policies do specify who
may speak for the system and give broad delegation to theak well as clarify that individual Board
members do not represent the System.

Board members eachalve Surface tablets that are dedicatedSTRS business.

Communication®epartment staff have experience depth with STRS and generally have the necessary
staff and tools to meet communication needs except in certain key argtdf has solid communicatio

skill depth and breadth to support internal departmental needsut the Communications Department
does not havesocial media skillor communication advocacy skills teal with adverse public or
constituent attention or with crisis communicationeeds.

Included among the STRS Strategic Planning Goals is Goal 2: Engaged Cusbsteerand maintain
engaged and informed members, employers, and other stakehold&taf consistently update tasks
performed as initiatres under this goalThose tasks list such things as emailed information and member
meetingsand what staff attended and presented.

STR®8oes not have a Stakehold€Eommunication Rh.

Most 2020 and 2021 meetinggth third partieswere virtual, and some included the ED. There were no
combined stakeholder information sharing and listening meetifigs pension issuestheir stated
preference is to meet with constituent groups individualTRS ED and key staff spend a great deal o
time meeting with stakeholder groups and will meet with anyone who desires a meeting , but there is a
perception among some that participation and access for input is not even across interested parties.

Communications Department coordinates as needéti @overnmental Relatiorfer legislative material
or talking points however communication appears factually dense and #pdroachobscures the main
points of communicationEffective communication is not a recitation of all facts.
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Social medidad not been an emphasis within the Communicati@epartment, butSTR®ias needed
social media skills more frequently as a result of minority negative social media concerning COLA and
investments. All electronic and social mediaeds havericreased during COVID.

STRS currently has email addresses for approximately 75% of its mempevBlap isa high level
compared to peersNonetheless, 25% of members still require hard copy communicatiaterials.

STRS has no Crisis Communicatian Bnd has not worked with a Crisis Communication consultant to
develop skills in this aregExpertise in crisis communication, with specialized consultants if needed, is a
key part of a communication plan.

Information sharing in response to inquiries appears heavily fact lademmmsdaging ifess strategic

Concern expressed by some intervieweethat external group communication st as healthy as it

should be, and that STRS faces hiskot listenng andresponding timely with clear and thoughtful
messagesC! { KSINR aS@SNrf {GAYSa GKIG {¢w{ R2Sa y2i ¢
respond to inquiries and criticisms. For example, one interviewee noted that STRS has never petdexplai

its private equity profile nor its fee structureBut overall this observation pertains to all external
communicatiorstylesand gproach Facts can be layered and accessible to support messages that should
passionately describe what STRS beliavesder to meet its fiduciary goals for the benefit of its members

and retirees.

Current communication style is not effective when it includes a list of known facts at one time. Factually
dense communication obscures the messages. All senior staffimglthe ED, should understand STRS

key messages and practice how to use messaging by working with a communication consultant skilled in

this area. Coaching is extremely helpful to hone skills. All senior staff should be able to stay on message
while auhentically entertaining questions and engaging in difficult dialogue with constituer@sme
SELINBaE&aSR (KIFIG GKS KSaadlyOe 2N AyloAtAade G2 aidSt
confidence in the system and createsighlevel of uncertainty amorgpme of its members and retirees

Timely public messaging is even more important in the face of negative public comments or campaigns.

Although STRS has provided each trustee with their individual @i&Saccounts, asell as Microsoft
Surface devices for both receipt of board books arebsaging, we understand that some trustees do not
consistently utilize their STRS email account for STRS business. This couldaekuf irlarity for when
they are sending messagn their role as an STRS trusteel also expose their personal email account
to requests for information, as well asscovery in the case of litigation.

Recommendations for Improvement

R1.9.1 STRS should immediately contract with a communication nsoltation for skill
augmentation, or hire experienced staff with skills in crisis communication, social media,
and proactive messaging, and develop internal goals that include these areas of need.

R1.9.2 STRS should work internally with senior staff ammd messaging to meet the outcomes of
its Strategic Goal #2.

R1.9.3 Although already at a relatively high level, STRS should continue to expand its electronic
reach beyond 75% of its population and continue to reduce the need for pmiaterial.
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R1.9.5

R1.9.6

R1.9.7

R1.9.8
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STRS shouldonsiderusing the Healthcare and Pension Advocates (HR#Qup to test its
messages and listen to feedback on communication needs.

STRS senior staff, including the ED, should offer to meet at least twice annwih as many
stakeholder groups as possible.

STRS should develop a Communications Plan that addresses stakeholder communication,
crisis communication and social media, with assigned goals separate from STRS strategic
plan.

STRSstaff leadership should continue to meet most often and in person with those
constituents or members of the public that are most critical of STRS, provided interaction is
consistent with advice of legal counsel where ongoing litigation is involved.

The STRS Board should ensure all its members are exclusively utilizing their STRS email
account for systerrelated messages.
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1.10 Oversight of the Defined Contribution Plan

Assess whether the Board of Trustees is fulfilling its fiduciary dutieseggect to the Defined
Contribution (DC) plan.

Expectations

¢tKS FTARAZOAFINEB RdziASa 26SR (2 GKS LINIAOALIYyGaA YR
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its responsibilities is different. It is important that board members are aware that the determination of
prudence is contextual, and the structural differences between DB and DCle#aisto a divergent

analysis regarding whether aniad 2y 2 NJ Ayl OGA2Y A& LINUzZRSYy (G dzy RSN
fiduciary functions with respect to a defined contribution plan include:

1 Plan design

1 Administering the plan in compliance with governing documents, including the plan and
applicable law

Prudently selecting and monitoring service providers and consultants

Prudently selecting and monitoring investment options and their performance

Monitoring plan expenses and ensuring reasonable investment fees passed to participants

9 Ensuring that partipants are appropriately educated about the plan and investment options

= =4 =4

Board members are responsible for being knowledgeable about their requirements to fulfill their fiduciary
duties. Board education leading practices include:

1 Understanding key indtry issues.
I Staying up to date on regulatory and legislative activities and fee trends.
1 Committing to ongoing fiduciary development and training.

As continuous monitoring is a key element of DC plan oversight, it is a leading practice for a board to
desigrate responsibility for oversight to an appropriate committee. Sometimes this is a standalone DC
Plan committee, particularly during the starp phase, but more often oversight is included in the charter

of a Finance Committee or Benefits Committee oestinent Committee.

DC Plarstandards of Comparison

DC Plan Standards of Comparison | Findings
A committee of theboard has oversight responsibility for the DC Plan. No
Theboard receives training of their DC plan fiduciary responsibilities at le No
annually.
Theboard periodically reviews and considers improvements to plan desig Partial
for example, annually.
There is a comprehensive DC plan document(s). Yes
The DC plan document(s) are reviewed and updated annually. No
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DC Plan Standards of Comparison | Findings
A single senior executive is identified and responsible for overseeing the Partial
plan and reporting to théoard.
The plan sponsor provides member education that compares the DC plalr Yes
other options (e.g., DB and CO plans) and discusses pros amdfaeech,
inclusive of projected illustrations of income in retirement.
There is a default option offered to participants based on a target date fu Yes
lineup.
There is a menu of diverse investment options chosen to prgwadlcipant Yes
choice when developing asset allocatibased decisions based on their
individual circumstances.
The board tracks the performance of the default option and evalutites Partial
glide path in the target date fund option based on their evaluabbthe
appropriate risk preference for the participant population.
There is a DC plan investment policy statement. No
Theboard regularly reviews the DC plan investment policy statement and No
investment options, with advice from staff and consuttan
DC plan policies clearly define responsibilities for selecting asset class No
offerings and fund selection.
An external thirdparty provides plan design advice to theard and No
administers the DC plan(s).
An investment consultant provides D@2 investment offering advice and No
monitors investment option performance against benchmarks and peers.
Third-party DC plaproviderandadvisorcontracts are reconsidered No
periodically, e.g., every-B years, through an effective RFP process.
There is an effective ongoing DC plan member education program. Yes
Daily unit values (NAVS) are set for each fund in the DC plan and are use Partial
valuein-good-order transactions by participants (i.e., subscriptions,
redemptions, transfers). Proper controls are in place to prevent particip
excessive trading and market timing.
DC plan members are regularly surveyed to obtain member saiizfeahd No
other feedback.
DC investment offerings and performance are regularly benchmarked to Partial
other DC plans.
DC plan costs and fees are regularly benchmarked to other DC plans. Partial
The plan provides preetirement counseling andducation about Yes

annuitization, rollover, and lump sum options to participants.
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Conclusions

{ Ay 0SS (i Kiicefidn, STRS hgs@dopteD@ plarinvestment structurehat commingles DC plan
assets and DB assets and offers investment strategies designdtef@B plan investment. Members

have the unusual and attractive option of annuitizing their account balance at the DB assumed rated of
return less 350 basis points. Theas no separate investment fund, strategy, or policy statement for the

DC plan. Similarly, the Board does not have an independent investment advisor for the DC plan nor an
advisor on plan design.

The Board received an update on the DC plan in Septe202k that included a review of election rates

and demographics and a review of fees for each fund. Staff intends to make this an annual review going
forward, but it had not occurred regularly previously. Participants are also able to access themtaccou
balance and performance daily through online websites.

We did not find evidence @oard¥ A RdzOA F NBE (N} AyAy3 &aLISOAFAOFIEt& NB13
DC plan oversight. During our interviews we did not observe a clear understandingtegsras to the

.21 NRQa FARAzZOALINE NBalLRyaroAtAGASaO® ¢ KS OdzNNEBy i
practice levels of prudence.

{e¢w{ R2Sa dziAfATS I &SLINI¥GS NBO2NR]SSLISiBEa bw{ X I
oFflyOSaéd YR LINPDGARS LI NIAOALIYG Ay@SadyYSyid O2dzy:
investment funds used for DC are valued (on an unaudited basis) each day, and books are closed on a
monthly basis. Unaudited daily values are useg#oticipant account balances and transactions. This is

a deviation fromthe prevailing practicef daily valuation and closing in the 401k, 403b, and 457 plan

market space. The STRS counselors provide overall retirement counseling for all members.

We ob&rved a fee comparison in the September 2021 Board report to benchmark STRS fees charged
versus large thirgbarty investment providers (TIAA and Vanguard) but were unclear regarding the type
of vehicles/share classes chosen to compare STRS options wdkipanfy choices. We believe this type

of analysis and presentation to the Board should be expanded upon in future presentations to either the
Board or appropriateommittees delegated review responsibilities for DC matters.

Recommendations

R1.10.1 Devebp a Board continuing education program for DC plan fiduciary duties, plan design and
oversight.

R10.1.2 Hire an independent DC plan advisor and independent investment consultant.
R10.1.3  More formally assign an individual in the STBR®anization to lead the DC plan.

R10.1.4 Engage in areview of the DC Plan design and all policies, practices, and processes for the DC
plan.

R10.1.5 Establish Board agenda items explicit to required DC and Combined Plan matters and assign
oversight of these Plan features to a Board committee.
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2. Organizational Structure and Staffing

The Contractor will perform a review of the overall organizational structure of STRS and its
capacity and effectiveness in implementing the policy and assignments delineptd® STRS
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 comparether similar size
public pensions;

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

23 2 KSUKSN) O2YLISyaldAazy tS@Sta NS adzFFAOASY
gualified pension fund professionals; and

24 Monitoring and maintaining staff qualifications and continuing education requirements,
including leadership development process.

Organization Structurand Staffing Review Activities

1. Assessed the organization structure, staffing and capabilitieST®RSs compared to peer

retirement systems;

Reviewed human resources policies and practicescantpared thento leading practices;

Assessed staff qualifications and hiring and evaluation processes;

Evaluated compensation policies and structure;

Assessegrocesses for monitoring, measuring and 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 practicesesults with leading practices
at peer state retirement systems in the U.S.

8. Reviewed strategic plans, customer service reports, and the most recent CEM Benchmarking
pension administration report, interviewed senior executives, and utilized the FASc publi
retirement benchmarking knowledgebase to assess member satisfaction monitoring and
management

9. Compared compensation policies and practices with leading practices at peer state retirement
systems in the U.S.

10. Reviewed the compensation structure and tHatest systerawide Compensation and
Classification Stugwand

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

o 0hAwWN
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Overview of Organization Structure and Staffing

Overall, STRS has a sound orgational model, a reasonable level of staffing resources, and an
effective human resources program, including compensation.

STRS uses the most common structural model among state public retirement systems, an integrated
investment and pension administratt organization with a single fiduciary board, with an Executive
Director (ED) reporting to a Board of Trustees as the sole operating report. Span of control and lines of
authority at STRS are clearly defined. Where most appropriate, organizationatigciegsponsibilities

and procedural separation of duties provide important checks and balances to prevent compliance and
reputational risk.

Senior Human Resources managemeanavidesupdate reports each month for the board, an indication

of the priority the board places on maintaining a capable staff. Key leadership across the organization
have cited more recent challenging trends in retention and recruitment. At the present time, employee
turnover remains at a modest level.

The HR function at STR@&rking with management across the organization, has implemented a highly
structured, procedures oriented, and uniform approach to position and performance managgeareht
position descriptions exist across all departments and levelEhere is an effectv performance
management process lieklto compensation

STRS has biennialsuccession processhereby organization leaders document eligible successors (if
applicable) across all management positions within their purvi@¥RS could potentially benefiibm
enhancing this process with a more formalized talent review process and culture surveys. However,
overall, the STRS HR function is very professional and effective.

Member services are high quality.

STRS has had a letagm focus on providing highudity member services and has an extensive system

of performance metrics that are monitored, including frequent member satisfaction surveys. The pension
administration system, called STaRS, has been designed to maximize membensedf, with extensive
integration of information, workflows, and user selrvice, and has resulted in higher user satisfaction,
higher staff productivity, and a lower volume of inquiries. Based upon the CEM Benchmarking analysis,
STRS has consisterttlgd a leadingervice ével scordor many yearsrating second in its peer group of

43 systemsn 2021, whileincurring costs6%belowits peer group average in 202 STRS hagduced it
member serviceosts byl% annuallyover the past 8 years while the average psgstem has increased

by 2.4% annually.

Compensation is consistent with prevailing practice.

In 2005, the STRABard set in place both a compensation philosophy and policy that govern compensation

for associates; both remain in place today. STRS has dedggriodicindependent benchmark revies

of positions and associated compensation ranges across the organization. The STRS compensation policy
and practices could be considered prevailing practice for peer public fufidstotal compensation for

the investment professional team (inclusive of PerformaBased Incentives) was running somewhat
below the targeted 50/50 blended benchmark peer group median.
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The STRS performance management cycle, which includes four integrated steps, is leading practice.

Tofacilitate retention and recruitment of investment professionals, the STRS Board approved an annual
variable component of total compensation for investment professional4985 which is reviewed
annually  Approximately 90 out of the 500 staff membevighin STRS are eligible to receive annual
variable pay through the Performance Based Incentive (PBI) program. The population of PBI eligible staff
is determined to have a direct influence on investment values and returns for the system. The structure
of the PBI program is based on both absolute and relative returns in the investment portfolio. The
performance measures that determine tiBland individual awards are based solely on quantitative
goals and the calculation is formulaic. Consistent Va#ding practices, the determination of variable
compensation is based on both short term (one year) and longer term (five years) performance. Although
this program is consistent with leading practices, most public retirement systems with incentive
compersation programs, like STRS, must proactively communicate the context for both the incentive
compensation and the overall level of compensation for its investment profession@his is an
opportunity for improvement for STRS and could be part of an dvestakeholder relations
communications strategy and program.

Training and development are leadingractices

Training and development opportunities at STRS are well documented, broad based, and easily accessible.
Employee participation is encouraged in formal andhad programs, inclusive dfoth internal skills

building workshops and external skill buildisgminars offered through third parties. HR leadership
presents statistics on employee attendance across key training and development programs as part of its
annual management review to the Board. This practice is another important piece of evidenppant su

2F GKS 2NEIFIyATFdA2yQa 20SNIft YAYRaSG FyR O2YYAGY
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2.1 Staffing and Compensation

Staffing size, hiring procedures, staff qualifications, roles, compensation, performance evaluation
requirements, and an analysi$ these factors compared to other similar size public pensions.

Expectations

An effective organization structure facilitates overall organization performance. When assessing the
organizational structure of a public retirement system, key consideratiwisde:

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 wark

91 Ability of support functios, combined with external service providers, to effectively serve
operating departments

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

1 Facilitation of information flow in support of internal and external commutiices requirements.

When evaluating the staffing and capabilities of a public retirement system and comparing to peer
systems, it is important to understand any differences in services provided to members and annuitants,

use of thirdparty providers vs. ternal staffing, scale of operations, and any other areas which may not

directly compare. Taking those factors into consideration, comparisons to peer retirement systems
GeLIAOIEfTE LINBOARS Iy AYRAOFGAZ2Y 2% Th&cSpalilitidsid® LINA | {
system should be aligned with the services offered, regardless of whether they are inteta#itg or

from a third-party provider.
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Staffing and Compensatidstandards of Comparison and Findings

Staffing andCompensation Standards of Comparison Findings

The organization structure and management span of control is approprial Yes
F2NI I NBOGANBYSYyd aeaidsSy 27 {¢w{Q

appears to function effectively.

The Chiefinancial Officer (CFO) reports directly to the ED. Yes
There is a separate organization with a diredtrel leader for its health cart Yes

insurance operations.

The Board, ED andiéf InvestmentOfficer work with HR staff to develop a Partial
formal/strategic plan and program for lortgrm staff development and
retention of expertise.

A position descriptioexistsfor each staff member that describes general g Yes
positionspecific requirements.

Thesystem periodically conducts participates inan independent Yes
compensation study and utilizes the results to improve its compensation
structure and rangeéSee also 2.3)

Recruitment and hiring practices are effective; open positionstamne-to-fill Partial
are monitored and open positions are filled in a timely manner. (See alsg

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

There is a practice fabtaining employedevel input regarding professional Partial
satisfaction and retention issues.

HR staff resources focus on:

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

professional development (see Section 2.4).

Conclusions
Organizational Design

As referenced isection 1, Boar@overnance and AdministratipBTRS 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) reportirigoard of Trustees
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as the sole operating report. The organization structure and staffing should take into consideration the
services provided by STRIgfinedbenefit pensions, defined contribution pensions, and health insurance
for annuitants. Oulssessment in this review is based upon leading practices for this type of public
retirement system that offers these service&s also referenced in Section 1, the overall staffing level of
STRS is comparable to peers on a per member basis.

Span of contl and lines of authority at Ohio STRS are clearly defined. Key pasitidnding the Heads

of Finance, Investments and Member Benefitiso bear the title of Deputy Executive Director. Signed
delegation of authority documents exist across the leatigy of the organization, both line and staff areas
alike. Where most appropriate, organizationally defined responsibilities and procedural separation of
duties provide important checks and balances to prevent compliance and reputational risk, including b
not limited to:

1 Investment Accounting withithe Office of the Chief Financial Officer; and
1 Human Resource and Audit as approvers of variable compensation (see Section 2.3).

Like many public pension plan operating models, the impor@int-facing organization, Member
Benefits maintains designated departments to support processing of benefits administration (i.e.,
disabilities, member benefits, recipient benefitélealthcare benefits, counselingnd serviceseach
headed by a directr level manager.

HR Strategy, Organization and Current Challenges

In the most recently developed strategic plan, the organization designated strategic goal number 3 as
GOYLX 28 SELISNASYOSR FyR ONBRSyGAlt Shieving ti)oalassSSa Ay
attracting and retaining people and maintaining a high level of professionalism in the culture. Given the
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strategic plan is considedeprescient. It is worthoting, however, that key critical success factors that

will facilitate the realization of this strategy are absent from the STRS enterprise risk register, but note

that these topics were mentioned during a rec&RM presentation to the board.

Senior Human Resources management, required to provide update reports each month fyatfte
recognizes that addressing this strategic goal requires diligence and attentiveness across most every HR
discipline includingalary, payroll, and benefits; training and development; recruitment, interviewing and
onboarding; and talent management and succession planning. Staffing levels to support many of the
critical HR functions is often only one to tyweople with many HR a®ciates required to wear multiple

hats. The sparsity of resources introduces some key risks including

1 Lack of backup and succession capabilities for delivering critical HR services (key person risk)

1 Bandwidth challenges in attending to both dimyday responsibilities (i.e., payroll, position
description management, recruiting and onboarding, training delivery) and those required to
effectuate positive change, either tactically or strategically

1 Workload capacity limitations to respond to growth anchet drivers of change that impact
resource management across the workspace (i.e., volumes, new service offerings, regulatory or
legislative requirements, organizational change), and the planning and implementation of
strategic initiatives (i.e., PeopleSadt Workday conversion).
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Key leadership across the organization have cited more recent challenging trends in retention and
recruitment. The STRS turnover rate is considered low at 8.5% but is projected to rise due to both pending
retirements and voluntargeparations in the coming years. Universally, senior management across STRS,
including HR leadership, cite lengthening recruitment cycles as one of the largest challenges currently
facing the organization. Consistent with current marketplace tretim#spumber of applicants for open
positions at STRS has decreased from historic norms. Unfortunately, the difficulty in attracting talent is
expected to worsen.  From a fulfillment perspective, STRS has not utilized external recruiters since 2009,
except for specialized positiong.@, real estate investment professionals). On the positive side, the
organization intends to growts recruitment function and is using more websites to support their efforts.

Position and Performance Management

The HRunction at STRS, working with management across the organization, has implemented a highly
structured, procedures oriented, and uniform approach to position and performance management.
Position descriptions exist across all departments and levels vitihienterprise. Quantitative data is
assignedincluding job codeandgrades. Qualitative information on each description includes a section
for duties and responsibilities and another for knowledge, skills, and abilities. A list of currenbamtam

in each position is also appended to the description.

The responsibilities for both position and performance management are shared between HR and each
department. HR creataemplates standards, and procedures for management to use when creating or
updating information on a job description or executing periodic performance management functions. HR
also maintains and publishes data on job description changes and pertinent demographics for the
organization which it includes in its annual Staffingn@ensation and Benefits Review.

Details on the performance management process and its linkage to compensation are included in Section

2.3. HR publishes a list of ratings (using four levels of performance from EXogqemttationso Needs
Improvement)and a list of associate and managerial competencies for supervisors to use during their
execution of annual reviews.  Staff goals are set in place at the beginning of each fiscal year and are
classified as essential (d&y-day), problem solving (contious improvement), or innovative (change

oriented). The combination of goal development and competency descriptions is designed to create a
more robust meaningful evaluative process, by enabling supervisory staff to focus their assessments and
commentsy 020K (GUKS GéKIFIGE YR (KS aK2géd lw A& KAZ
support these functions, which unfortunately is manual in nature and lacks mangeseife features

found in more modern business systems.
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SuccessioPlanning, Talent Assessment, and Employee Feedback

STRS has endeavored to address the key risk of succession through a biennial process. Every other year,
STRS organization leaders document eligible successors (if applicable) across all managemeist positio

within their purview The format and level of detail varies widely from organization to organization.
Moreover, the process is nhot produced as the output of a more formal talent review process which is
RSaAA3IYSR (2 K2t A&l A Gehdths, 8growthd gotertia, impértang Qraféssid®al Q & G 1
development needs, and likelihood / propensity of separation from the organization through retirement

or resignation. All four components are considered essential to execute a bofssuccession plan, and

to introduce a valuable job rotation and formalized backup program to mitigate key person risk in critical
functional support areas.

Finally, the STRS HR department does not issue a staff culture survey / opinion survey across the
organization or utilize third party to do so. Acquiring staff feedback across a multitude of topics including
overall satisfaction, training and development, compensation and benefits, and performance
management and promotional practices is considered best practice in betpuhlic and private sector.

Given the strategic importance of HR, as designated in the STRS strategic goals, this valuable feedback
tool is notably absent from the STRS inventory at the present time.

Recommendations for Improvement

R2.1.1 Perform a workload and skills analysis of the STRS HR organization including all regular,
tactical and strategic responsibilities. Address key person risk in critical HR functions and
address bandwidth challenges accordingly.

R2.1.2 Assess key capalikes across the discipline of change management to support the planned
PeopleSoft to Workday platform conversion. As part of project planning for that effort,
consider using third party resources to support key project functions including user
acceptane testing, procedures development, and training.

R213 Ly fA3IKG 2F (GKS aDNBIFG wSGANBYSyidé¢ |yR GDN
challenges and key person risks across the organization. Update key recruitment statistics
monthly. Seek to expahthe bandwidth of recruiting resources, augment with third party
recruiters as needed, and consider introducing incentives for onboarding where
appropriate.

R2.1.4 Introduce an annual talent review process within STRS. Identify high performers, high
potentials, individualized training and development needs, and -rigk associates,
incorporate output from talent review into a standardized succession planning report
yearly, and keep current in accordance with managerial assignments changes.

R2.1.5 Introduce a comprehensive STRS employee culture survey no less frequently than
biennially; consider contracting an experienced consultant that measures the
characteristics that are the foundation for a higberformance workplace.
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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 providingguiglity services to

its members. To ensure thatig meeting its objectives, it should have identified metrics which measure the
effectiveness of key retirement administration processes and put in place monitoring and reporting which
provides feedback to staff and allows management to understand howthelsystem 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

Pension inception without a cash flow interruption
Disability turnaround time

Call center outcomes

Call center wait time

Percentage of members counseled

Percentage of members attending presentations
9 Satisfaction with website capabilities

=A =4 =4 4 -8 A

In addition, members and annuitants should be surveyed on a regular basis, particularly those which have had
direct interaction with the system, such as newdtired members, members who have called the customer
service center, members who have attendealinseling sessions or presentatioasd members who have
YIRS LIZNOKIFaSa 2N gAUGKRNIglfao ¢KS adaNBSe RIGl
performance management processes, and reports should be regularly received by operating manadement.
addition, the Board should receive periodic reports on member satisfaction, typically quarterly.
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Customer/Member SatisfactioBtandardsof Comparisorand Findings

Customer/Member Satisfaction Standards of Comparison Findings
The system hasnplemented substantial member sedérvice capabilities on Yes
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 Yes
improvements.
Employer and member service systems have extensive/alidiation and Yes

reconciliation capabilities to maintain data integrity without significant
manual intervention.

Service levels are rated as satisfactory or higher by particpant Yes
There is regular monitoring and reporting of member services metrics. Yes
Conclusions

STRS has had a letrgm focus on providing highuality member services and hhsen recognized by

their peers as a leading systef8TRS has earned the highest seHawel score in the CEM Benchmarking
study for 12 of the 24 years the study has beeplacte and had the highest or second highest score for

19 of the 24 yearsSTRS has an extensive system of performance metrics that are monitored, including
frequent member satisfaction surveydNearly every member interaction is surveyed, and there are
regular reports to the Board in the ED report. STRS initially used outside providers to conduct member
satisfaction surveys, but now has the capability to conduct all member surveys with internal staff in each
area.

STRS has a strategic p{daveloped tvo years agpwith a3-5 year time framehat iscompleted by senior
staff. For member services, the plan includes customer service gudisitiativeso expand online self
servicecapabilitiesand obtainmore email addressesom retirees and active members (although STRS is
already above its peer group average in both). Staff expects to update the strategic platirmeroeer

the next two years.

STaRS, based upon the Vitech V3 application, is the major benefits admionstggtem used by STRS.
STaRS can track performance and workflow internally, and documents are scanned and available to users.
Call center operations have been linked to STaRS, and operators now have information immediately
available, making the call oer more productive and efficient.

Since it was initially implemented, the STaRS system has been designed to maximize mersbricelf
The system improvements, with extensive integration of information, workflows, and useseseite,
have resultedin higher user satisfaction and a lower volume of inquiries, resulting in a reduction in
Member Services headcount over the period 2@021 from 170 to 15 associates achieved through
attrition. In addition, data quality has been enhanced, resultinfewer requirements for cleanp of
incorrect data.
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The STaRS system is now mature, and most system enhancement requests are now for smaller
enhancements, as most of the high volume, low complexity automation opportunities have been
addressed.

The pension wbsite selfservice capability development is driven by the Member Services organization.
Among some of the more advanced ssdirvice capabilities are:

9 Scheduling appointments
1 Retirement @plications
i Tax status changemnd otherreaktime edits

The Véion and Dental plans are separate and provided by third parties, as are the DC plans, which have a
separate recordkeeper. This is typical practice among those public retirement systems that provide those
benefits.

The CEM Benchmarking, Inc. pension adstimtion benchmarking program is by far the most
comprehensive and widely supported program for analyzing benefit administration costs and service
levels and identifying leading practices in the retirement indust8TR®1as participated in ta CEM
Benchmarking pension administration benchmarking programnually since its inaugural study
conducted in 1998 The most recent report available is for the 20&lendar year. Results of the 202
report were shared with the STRS Board of Trustees atMuegich 2022 meeting.

Based upon the CEM Benchmarking analysis, STRS has consistently had a leading service level score for
many years, rating second in its peer group of 43 systems in 2021, while incurringez@stve member

and annuitant6% below its peegroup average in 2021. STRS has reduced its member service costs 1%
annually over the past 8 years while the average peer system has increased by 2.4% annually.

Among theattributeswhere STR&chieves very higmember servicescores from CEM are:

1 Member transactionsespecially
o Pension payments
o Pension inceptiongannuity pension inceptions are paid without an interruption of cash
flow greater than 1 month between the final paycheck and the first pension gheck
0 Service credit prchasesand transferin applications
1 Member communications, especially
o @Qll center(low wait times andangups)
0 1-on-1 counselingind member presentationdevel of participation)
0 Written pensionestimates
0 Website(level of member seléerviceand capabilies)
0 Member statements
1 Memberexperiencesurveying
91 Disaster recovery

STRS is to be commended for their very high level of member se@IE® did identifya fewareas to
consider for potential further improvememecognizing the cost may outweigh the benefit

1 Reduce processing time on a disability application from the current 3 months at STRS; the peer
average is 2 months and the standard cited by CEM is 1 month or less.

74
Funston Advisory Services LLC



2022FiduciaryPerformanceAudit of STRS aDhio

1 Providing a live chat function on the wetlesio allow another channel of service.
1 Providing access to videos directly through the website.

STRS could consider any or all of these potential improvements but will need to consider the cost/ benefit
of each.

In addition, although there do not appeas be service issues, STRS does nhot currezdiylarlysurvey
employer satisfactionalthough it doegyenerallyobtain feedback after employer interactienThis may
be another area to consider for improved customer service.

Recommendations for Improveme

R2.2.1 Consider streamlining the disability application process to reduce the time to resolution. See
also R1.4.7

R2.2.2 Consider enhancements to the STaRS system and/or STRS website to provide additional member
services improvements:

1 Adding a live chafunction on the STRS website
1 Providing access to videos online through the website
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2.3 Compensation

2 KSOGKSNJ O2YLISyaliaAazy tS@Sta NS adzFFAOASY
qualified pension fund professionals.

Expectations

An effective compensation policy should be based upon a compensation philosophy designed to support
the needs of the organization. The policy should operationalize the compensation philosophy and include
detailed compensation practices, su@s how the basis for compensation will be determined,
determination of salary grading structure, guidelines for merit increases, and benefits.

Leading practice for maintaining an effective compensation structure includes periodically benchmarking
compensd#ion levels for each type of position and aligning the structure to current labor market
conditions to ensure competitive compensation without significantly exceeding the objectives of the
overall compensation philosophy.

Compensatiorstandards of Compeson and Findings

CompensatiorStandards of Comparison Findings
The system has defined its employee compensation philosophy and Yes
compensation goals to guide its compensation policy and structure.
The Employee Compensation Policy definesctirapensation approval Partial
processes and responsibilities for implementing the compensation
philosophy.
Theboard oftrustees is responsible for approval of annual merit increases Yes

and any incentive plans.

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

For the investmenstaff, there is a longerm incentive (LTI) compensation Partial
plan thatis driven by real and relative investment results directly attributa
to the participating eligible employee.

The Employee Compensation policy also defines the roles of thedgiDty
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 iacdntive Yes
awards
1 A comprehensive set of HR policies has recently been reviewed g Yes

updated and defines the overall compensation and benefits progr

In addition to the Employee Compensation Policy, there are other HR po
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CompensatiorStandards of Comparison Findings

which define othemspects of the compensation and benefits program,
including:
I 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 w=e Yes
independent third party as its policy specifies.

Gonclusions
Compensation Philosophy, Policy and Practices

In 2005, the STRBoard set in place both a compensation philosophy and policy taterns
compensation for associates. Both the philosophy and policy remain in place today and are referenced

in the Appendix of the annual Staffing, Compensation and Benefits review. phildsophy describes a
GadNFGS3aA0 G20FKt O02YLISyaldAzy LINRPINYY GKIFG FGaGNT O
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Furthermore, theBoard adopted compensation principles based on fairness and consistency, internal
equity, market competitiveness and flexibility. Key compensation targets set forth in 2005 (base salary)

and inthe review of the2009 (investmenperformancebasedincentivecompensationjnclude:

1. Base salaries to a goal of 6pércenile of competitive market rates; and
2. The median compensation of a blended peer group weighted 50% to large/leading public funds
and 50% to national private sector firms for investment eligg@esonnel.

STRS conducted an independent benchmark review of positions and associated compensation ranges
across the organization in 2013 and repeated it in 2018. Results were published by grade and correlated
to the actual minimum, median and maximuronepensation for STRS associates.  The most recent
McLagan survey from 2018, which compared STRS to a peer group that included both public and private
sector financial organizations, suggested that STRS salary levelsdarvastment staff were compeiite

with median base salary lewelvithout consideration of private sector variable compensatiSiRS nen
investment staff do not have bonus compensation the investment side, McLagan found that STRS
base salary levels were competitive, but total compensation for the investment professional team
(inclusive of PBI) was modestly below the blended peer group median.

¢KS .21 NRQa { G FF itCanvitid yharteiihAszhespbngitillityto Swes the salary
structure and benefits provided by STRS, compare them with the competitive marketglade
recommend modifications where deemed appropriate.  They are also tasked with reviewing the
employment practices of STRS, including the Performance Based Incentive (PBI) Program for eligible
investment associates, and suggesting modifications where deemed appropriate. In lieu of the
Committee, which has not met recently, the fBard has effectivelpdopted these responsibilities.

In between benchmark cycles, STRS Human Resources compensation pulls data from external
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compensation surveys (e.g., Mercer, Towers Watson, Gartner) and develops an average compensation
level for all rolls which is published the salary master guide. The multiple guides for positions are
updated annually. This practice enables the organization to respond more quickly to changes in the
marketplace. Finally, Human Resources produces a Staffing, Compensation and Bmnefiton an

annual basis. The document is shared with senior staff each year and wilodahe on a kennial basis.
Additionally, the head of STRS Human Resources meets periodically throughout the year with his peers
from the other Ohio State Retireemt Systems. These meetings are valuable in reviewing and comparing
compensation and benefit practices and examining shared benefits, OPERS retirement benefits)
among participating Systems.

The processes supporting the compensation philosophynatedocumented, effectively controlled and
AYGSaANFrGSR AyiG2 GKS 2NEHFYyATIGA2yQa |yydzZf o0dzZR3IS
evaluations and submit merit and variable compensation award recommendations into the system are
provided to dl supervisory personnel. The annual merit increases and incentive awards are linked to the
budget submission, approved up through the ED, and ultimately presented to the Board for approval

jointly by the Heads of HR, Finance and the ED. Specific ®$ @ SNXY Ayl GA2y 2F (G(KS 95
evaluation and compensation, the head of HR maintains a dotted line tBdhed and meets privately

with them.

It is notable that while the Associates Guidelines document contains a wealth of materials descebing th
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compensation program, it lacks mention of an overarching policy on compensation.

Performance Management Process and Link to Compensation

The perfornrance management process is clearly described in the STRS Associate Guidelines document.
The description includes a direct link between performance management and compensation. The
performance management cycle eloquently describes four integrated sit@psin totality, serve not only

as an annual evaluation tool for STRS associates, but also as a mechanism to support the continuous
improvement goals of associates and the organization.  The performance management process begins
with the Goal Settingtage¢ designed to establish clear and measurable objectives for associates using
three specific categories of goal typesessential, problem solving, or innovative. A minimum and
maximum number of goals is prescribed in the initial stage of the padoce management cycle.

The second stage of the performance management process reinforces the shared roles of management
and staff and is entitled Feedback and Coaching. From a timeframe perspective, it represents the longest
of the stages (since it isffectively continuous) and is considered a best practice in performance
management. At the end of the annual performance management cycle, during the Performance
Appraisal stage, associates a¥acouragedio develop seHappraisals and management preparan
assessment against the original goals. A performance indicator is assigned to the associate for their
performance over the period. = During the fourth and final stage of the performance management
process, Recognition and Rewards, associates@rgensated for both their achievement of goals and

for the demonstration of skills and behaviors in doing so.
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Investment Staff Variable Compensation

A seemingly neveending challenge for both boards and executive management of state retirement
systems gists in the topic of incentivbased compensation for investment professionals. Incentive
based compensation is viewed as an essential tool in competing with the private sector feoffioat
portfolio management and investment analytical talent andétaining high performing staff.

TKSNE Aa adGAtft O2yaARSNIOGES 2y3I2Ay3a RSolFdS | o2 dz
house investment management) or asset ownership (i.e., third party investment management) models
across US public pension plans. Within the state netinet systems of Ohio, there is considerable
variability in the use of performandeasedincentive programs for investment professionals. Strong
opinions in either direction (for or against) are commonly found on boards comprised of etacsézks
representing participants and retirees and appointgdsteeswith investment experience. One can see
this same internal debate on payimgarketbasedcompensated levels for ihouse investment talent
within other market sectorg with higher education as a gdexample. While many aspects relating to
this topic are discussed by tiheard during executive session, it is widely accepted lbadingpractices

for public pension plan boards that adopt incentivased compensation programs for investment
professimals include the following:

9 A united position in communicating their support for the program and the processes that
support it
1 A clear rationale and written philosophy supporting the decision to adopt a variable
compensation program based on investmeesults
¢ ! GNIXyaLl NByld YR dzyAFASR YSaal3sS | o62dzi GKS NB

To facilitate retention and recruitment of investment professionals, the STRS Board approved an annual
variable component of total compensation for @stment professionaldeginningin 1985 which is
reviewedand approvedoy the Board annually Approximately 90 out of the 500 staff members within
STRS are eligible to receive annual variable pay through the Performance Based Incentive (PBI) program.
The population of PBI eligible staff is determined to have a direct influence on investment values and
returns for the system. Through the annual budgeting process, the Board sets in place the variable
compensation pool and separately approves its distiin soon after the beginning of the fiscal cycle.

The structure of the PBI program at STRS is based on both absolute and relative returns in the investment
portfolio. The performance measures that determine fBland individual awards are based solely
guantitative goals and the calculation is formulaic. Detailed information about the plan, including formula
and processis published in the Ohio STRS Associate Guidelines to promote transparency. Consistent
with leadingpractices, the determination of variable compensation is based on both short term (one year)
and longer term (three to five years) performance.

A summary of the key features of PBI that support the tightly controlled and transparent aspects of the
program include

91 Exclusive utilization afuantitative performance measures in tidetermination of an

Ay@SaidyYSyld LINRPFSaarAzylft.Qa OFNAIFOES O2YLISyal Az
9 Direct linkage of the maximum incentive awards to the absolute results of the broader market

with pre-defined haircuts when the market returns are negative
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1 Executive Director is responsible for approving PBI compensation, submitting it to the Board,
and reviewing the results with HR and Legal in Executive Session. The STRS Board approves
annual PBpolicy/program and payouts.

1 Formulaic determination of awards identifying critical variables, eligibility by grade, hurdle rates,
and calculations that are transparent to staff

91 Clear separation of responsibilities between Investments and Finance inlthéaten of

portfolio performance

Utilization of compensation benchmark provider in the determination of total compensation

Third party, independent validation of total portfolio and asset class returns

Consideration of risks taken to achieve relatigiirns at an asset class level

Advanced submission of individual goals by Investments and approval by HR and the Executive

Director.

T LYRSLISYRSY(l OSNATFTAOFIGAZY 2F SIFOK |aaz20Al GSQa
Resources to ensure that it is innspliance with Board policy

1 Clear separation of responsibility between Investments and HR with the latter solely responsible
for final processing and payment release of PBI.

= =4 =4 =4

Against the three best practices for board adoption and communication of ther&fm, the published
compensation philosophy and board policies are effective in providing overarching support for the overall
program and its purpose. TBeard has been less attentive in their delivery of a unified and transparent
public message suppting the results, even though they are central to the approval and distribution of
the compensation.

Long term (deferred) compensation has not been a part of the STRS total compensation package for
investment professionals While the annual variable awards promote sustained performance over a
prolonged period (5 years), all PBI awards are distributed annudlitye recently, many public pension

plans have adopted a more bifurcated approach to variable compensation, baseshdels historically
observed in the asset management private sector. In the bifurcated model, total compensation
opportunities are divided into three bucketsbase salary, annual variable compensation (i.e., PBI), and
longerterm variable compensatio. The components of the latter typically include (1) an annual award
2F af 2y 300 SKNIYDAdgyR (lay AYAGAL € OFaK @IftdsST o6HO |
determine the initial and ongoing values of the units awarded, often based mea®illy on rolling
performance; (3) a clearly defined methodology for refreshing the value of unvested units on an annual
basis between award and vested date; (4) a predefined vesting and payout schedule for deferred, variable
compensation that may be stagged across multiple years; and (5) published policies for the disposition

of unvested units due to separation, disability and retirement.
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Additional Compensation Opportunities

The total compensatiofased philosophy at STRS incorporates a number bErommonetary
opportunities for associates that recognize individual performance, support of the organization, and
professional development. The full suite of these programs is documented in the Employee Associate
Guidelines. Their compensation valwasy but most are relatively modest in size. Their existence in
G2a0Ff tSyRa &dzLlL2 NI (2 GKS 2NBFYyATIFIGAZ2yQa O2YLISya
retention. Associates are encouraged to participate and hurdles for qualification areonsidered
burdensome. In no particular order, they include

9 Certification Award Programs

1 New Associate Referral Programs

1 Recognition Awards (for outstanding performance, special projects and cost savings ideas
considered above and beyond jobsponsibilities)

9 Service Anniversary Awards (given atHpear anniversarieg non-PBI eligible associates at pay
grade 10 or beloy

1 Compensatory and Overtime

9 Compensation for Unused Leave Time.

Finally, participation in the OPERS retirement plan requires a 10% contribution (of base salary) from
associates which is coupled witi4% contribution from STRS.

Recommendations for Improvement

R2.3.1 Establish a Board communication to STRS partaits, employers and retirees about the
approved results of the performancéased incentive program annually.

R2.3.2 Package key details of compensation targets, compensation processes, and compensation
based programs into an overarching compensation pgldocument that cascades from the
compensation philosophy.

R2.3.3 Engage McLagan or another third party to refresh the independent compensasimoly as
soon as possible. Consider adopting a policy to conduct independent compensstiiaies
on a defined periodic basis.

R2.3.4 Conduct an analysis of a lortgrm deferredvariable compensation program for investment
professionals and senior managemeat STRS.

R2.3.5 Consider modifying the application of absolute market return haircuts uniformly to all
annual individual performance awards to a total poblased structure to enable
outperformers to be appropriately recognized for extraordinary relatiperformance in an
otherwise down market year.

R2.3.6 Execute the platform conversion from PeopleSoft to Workday to streamline compensation
and performance management procedures.
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2.4  Staff Qualifications and Continuing Education
Monitoring and mainaining staff qualifications and continuing education requirements.
Expectations

Leading practices for staff training and continuing education policies within public retirement systems
include:

1 A staff training policy which requires minimum annlesdels of trainingsuch as:
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 rolesnd responsibilities
1 New employee orientation requirements
1 Types of acceptable training (e.g.-the-job training, onsite training classes, sedfudy
including online, training available through other state agencies, external trgandggams)
1 Employee reimbursement policy for external training
9 Tuition reimbursement policy
1 Professional certification expense reimbursement 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 (HR) department will have a central leadership and coordinating role in
providing training which is common across the orgamén, and each department head has a lead role

for departmentspecific training, with support from HR.

Staff Qualifications and Continuing Educat&tandards of Comparison and Findings

Staff Qualifications and Continuing Education Standards of Compariso Findings

Staff development design and offerings are well structured to support the[ Yes but linked only

2NBFYATFGiA2y Qa8 aGNFXriS3aAx0 LXIFyo indirectly
There are effective staff training and continuing education practices and Yes
these are included iformal policy statements.

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

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

Anorganizationwide staff development program includes tracking individy Partial

skills and experiences, completed education, monitoring the relationship
between development, performance and retention, and establishing a
continuous improvement culture for trainirend development needs.
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Conclusions

Strategic Goal number 3 in the STRS Strategic Plan, entitled High Quality Workforce, reads as follows.
Go9YLIX 28 +y SELSNASYOSRY ONBRSy(GAlFIfSRI LINRPFSaaAzy
objectives mclude (1) continue to attract, develop, and maintain a high quality, diverse and engaged
workforce, and (2) foster a culture of professionalism, service orientation and ethical business practices.

A critical success factor in the attainment of thisigand its underlying objectives is the development and

delivery of a highlguality training and development program across the STRS organization.

Achieving success in staff development begins with a culture and mindset that supports continued training
and education. Evidence of this paradigm exists at STRS at humerous levels beginning with the breadth
and depth of training and educational opportunities described within the employee guide both within the
compensation section and well as the employee bareection.  The linkage of formal education and

staff training to overarching employee policies effectively codifies its value among senior leadership and
the Board, while certification and tuition reimbursement incentives promote the retention off sté

value the importance of professional development.

Training and development opportunities at STRS are well documented, broad based, and easily accessible.
Employee participation is encouraged in formal andhad programs, inclusive dfoth internal skills

building workshops and external skill buildsgminars offered through third parties. HR maintains and
publishes a calendar of upcoming training programs, provides important descriptions of them and
indicates applicability to targeted audiences where appropriate.  Formal mentoring programs for
assaiates and 360feedback and developmental programs for supervisors, offered through Center of
Creative Leadership, are additional optional offerings that are notable. For the vast majority of these
offerings, authorization for enrollment and participati is achieved simply through departmental
permissions. Monetary certification awards accompany completion of external certifications that are
SaaSyiaAatrt 2N gltdzzotS G2 (GKS SESOdziAzy 2F |y | aaz2

On the whole, following a genalrorientation training (Charting Your Success) for new hires, training and
RSOSt2LIYSyd G {¢w{ Oy 068 &adzYYINAT SR +a KIF@GAy
notwithstanding mandatory trainings and/or educational offerings on ethical and compHaasel

subjects, requiring periodic certification and/or attestation of completion. Policies and practices in the

four stages of performance managemenqt Planning and Setting Goals, Feedback and Coaching,
Performance Appraisal and Recognition and Rewarde not emphasize continued development for

STRS associates. Further, professional development is not considered one of the three recommended
32Kt GeLiSa o09aasSyidAarts tNRoOofSY {2ft@Ay3as Lyy20IGACQ
developmenal goal in the annual performance management process would be considered a best practice

for organizations that encourage a mindset of continuous improvement.

HR leadership presents statistics on employee attendance across key training and developnramgrog

at STRS as part of its annual management review to the Board. This practice is another important piece

2F SOARSYyOS Ay &adzZJIRNI 2F (GKS 2NBIYyATFIGA2yQa 20
development. Maturing this process into the futuosvards best practice would involve two additional

actions. The first is the establishment of goals for employee participation in training and development
programs against which actual attendance may be compared while the second would require the
capabiity to broadly correlate employee training and development practices with performance evaluation
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results, career growth, and retention. The latter would serve as an evaluative tool of the efficacy of the
training program and provide important informatido foster a culture of continuous improvement in
offerings.  Given staff workload constraints, HR may seek to engage third party service providers to
effectively incorporate the recommendations that appear below.

Finally, it is worth noting that at théme of this fiduciary audit, STRS employee participation in training
has decreased precipitously due to the pandemic. However, the organization hadrtgd@tant steps
to reestablish development program offerings in advance of associates return tdfibe. o

Recommendations for Improvement

R2.4.1 Cross reference training and development offers against the strategic goal and underlying
objective and triage the relationship between them and their perceived influence in the
attainment of the goal (eg., direct, indirect, none). Expand and augment offers to fill in
main training and development gaps that are not currently addressed.

R2.4.2 Ensure that the goals in the strategic plan identify skill and capability requirements to
ensure that the org@nization has the essential skills necessary to achieve those objectives.

R243 LYGNRRdzZOS I YAYAYdzy 2F 2yS LINRPFSaaAirzylt RS@S
performance plan.

R2.4.4 Regularly monitor tuition reimbursement maximums for full and part time employees, both
on an annual and lifetime basis. Adjust levels asgzribed by industry trends in order to
provide retention incentives for staff.

R2.4.5 Set bottomup training and development attendance goals concurrent to the budget
development cycle, maintain statistics on attendance, and introduce analytic capt#slito
understand effectiveness of training offers visvis performance evaluation, career
progression, and retention, and maintain the inventory of internal and external training
options on the basis of correlated results.
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3. Investment Policy andversight

Overview and Summary of Findings
A majority of STR&ssets are managed internally.

¢KS {GF3S ¢S OKSNE WSUGANBYSYilH .2FINR 2F hKA2Z2 0a4a. 21
2T GKS {GFGS ¢Sl OKSNE wS (A& deBchbSdy/iniSedtignd 6f $his rediety, theK A 2 0
majority (88%) of the largedl.S.state retirement plans utilize both internal and external management

2T LISyarzy laasSiao ¢KS {¢w{ .2FNR KIFI&a [R2LIWGSR |
multi-strategy investment management organization and is reflective of the organizational structure of

{ ¢ w{ Q ({Slpe¢B Sughlas CalPERS, CalSTRS, State of Wisconsin Investment Board, and the Teacher
Retirement System (TRS) of Texas, all of which mamagggority of their assets internally.

The effective use of lower costdmuse management by STRS is at an advanced level, as demonstrated
by the CEMnvestment managementeport.

Strong performance results versus benchmarks and peers (as measured by the independent reporting
NEOSAOBSR FTNRY /Ifftly YR /9a FyR GSNAFASR o0& ! /!0
of what has become known as GIPS performance stanf@ardsset owners demonstrates a commitment

to transparency and fairness when reporting performance.

There is a collegial and respectful work culture.

In addition, we observed a collegial and respectful work culture during our review (which we bglieve i
the basis for ongoing successur discussions with senior members of the investment department,
Board, service providers and our review of the documentation of the STRS investment policies utilized
when investing the assets of the retirement systenggest it is operatingvith prevailing or leading
practices in nearly all areas as compareatioer very large professionally managed United States public
pension plans.

3.1 Investment Policy and Procedures

{ew{Q {GFrGSYSyl 27 LBoSSIOPESonsistent avidyBeVailihgdactice A/ R
Statement of Investment Beliefs (SI&)ouldbe written and adopted by the Board to provide an explicit
basis to guide the various implementation policies utilized by the staff and outlined in ti@PSI

The content of the SIOP itself is also typical for a U.S. public retirement systenSTRS system of
ensuring the investment portfolio is kept within the approved asset allocation is workinganel|
necessary information is available ontimely basis to decision makers and compliance/monitoring
agents The SIOP adheres to the most recé&sset Liability ManagemenALM) study and the policy
changes established since the most recent ALM studth the exception that the discount rate
assumption was lowered to 7.0% June, 2021and tis is not yet reflected in a revised SIOP.

A leading practice to consider would link the investment allocation to the unique liability characteristics
and funding policies of the STRS defined benefit pl@he SIOP should also document thehause
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investment approach taken by STRS, including policies and procedures to determine when investment
portfolios will be managed thouse and when outsourced to external investment managers.

A separate SIOP should eveloped for both the STRS Defined Contribution (DC) plan and the STRS
Post Employment Healthcare plan (PEHC).

These separate pools of assets overseen by the STRS Investment Department on behalf of the STRS Board
should each hava SIOP that considetise different purposes and different potential structures and cash
flows of these plans.

The rebalancing policies and procedures are articulated in the SIOP and appear thoughtfully considered
and implemented through an approval process including the assletss heads and the office of the
Deputy Executive Director Investments. However, documentation of the rationale for rebalancing
actions should be improvedlnvestment decision due diligence is generally sound.

The process and due diligence standargsd by staff when selecting external managers are outlined well
and documented.The STRS Investment Outlook and expectations for change in investment approach are
documented well in the annual investment plan. Targets for capital market allocatiothsn(wanges
established by the Board in the periodic strategic asset allocation review) over the coming year and active
risk expected within each asset class are identified and articulated well in this annual investment review
documentand could be consided a leading practice.

¢tKS d9yRa @Qad aShkryaé¢ Y2RSt 2F LRftAOe IF28SNYyIyOS A
The STRS Governance Manual covers many of the topics edjirect retirement system governance

YIydzZd T K26SOSNE GKS 4GSyRa&a @ad YSIyab amdNdddngtA | Ay 3
sufficiently convey the powers reserved for the Board and those delegated to the Executive Director and
committees. Topics that would typicallge in a single policy or subsection are dispersed throughout the

different sections of the manual or only addressed in administrative rules or by statute, leaving the reader
to search through several sources of authority to fihd applicable governance rule.

In addition, nt y& 2F GKS aLRtAOASa¢ed Ay GKS D2@SNYylyOS at
procedures and tasks that are more appropriate for implementation procedug3®RS should consider
substantial revisionsot the Governance Manual to address applicable policy gaps and make the
Governance Manual a more uskiendly resource for Board members, staff, professional service
providers, participants, and stakeholders.

3.2 Investment oversight and review.

STRS amars to follow prevailing industry practices in all areas of performance measurement and
monitoring.

The use of ACA to perform Gl&et owner verification and performance examination servatethe

plan and individual asset level is a leading practicBhe measurement of after fee performance
benchmarking through CEM is mevailing practice forlarge public funds Attribution techniques

performed by the general consultartallan follow prevailingLINI OG A OS @ b2 NIi KSNY ¢ NX.
calculatiors of theinternally andexternally managed strategies fbquid alternatives, US equity swaps,
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AYOSNYFGA2y Lt SljdAdASa FyR SEGSNYIFf FAESR Ay02YS
role as a thirgparty administrator monitoring andocumenting all cash flows for the alternatives program

and real estate portfolios provides independent verification of all the inputs required for performance
calculations for these portfolicagndis a prevailingractice

The appraisal process falirect investments in the Real Estate department appears in keeping with
LINBGFAfAYy3a AyRdzAGNE LINF OGAOSE YR LINRPGARS&-IY | NY
to-value investments.

There are several areas for improvementoversightand clarity of roles.

Due to the extensive use of internattyanaged portfolios, we recommend that STRS retain a-fhairtly

to provide a periodic due diligence review of eackthause investment strategy. Other improvement
opportunities include formaling the role of thirdparty investment and operational due diligence
advisors in the monitoring and evaluation process and, over time, establish a valuation process for private
equity coeinvestments that is performed by an independent thpdrty to ensurdransparency.

Transaction cost management and broker practices are highly controlled at STRS and considered
consistentwith leading practices across the public pension plan space.

On a semiannual basis, the SBa&rd receives and reviews a Broker Eatin and Associated Policies
Document. STRS staff prepares the report, and Callan, in their role as investment consultant, offers their
opinion.

The level of detail and bottorap methodology utilized by the STRS Investment Team in the area of
Brokerage 8ection and Reporting, CSA and Sodilar inclusive of policy setting, decision criteria,
process execution, and enforcement and oversight of the program are considered poefeailing
practice

For trade cost analysis, STRS effectively utilizes the services of Virtu to measure trade execution
effectiveness against a variety of parameters including by trader, by account, by market. In the future,
STR$ay consider augmenting the results of thisalysis with that offered through the transaction cost
survey offered by Q¥ (or other service provider) as part of their Investment Cost Effectiveness Analysis
Report.

The benchmark development process for the asset portfolio, the calculation of perfaoeaesults and
the presentation of performance results to the STRS Board is at leading practice level.

In particular, the early adoption of GIPS standards and the use of ACA to audit performance calculations
in compliance with these standards for asegtners is a leading practice. The Callan benchmark review
documentation and the Board approval of these benchmarks in January 2021 is an example of a leading
practice in the area of benchmark development at the asset class and Plan level.

All aspects okxternal manager compensatioare leading or prevailing practice.

The Ohio STRS practices in managing thetemhd processes for external manager compensation are
well documented, tightly controlled and disciplined, and broad based. On an overs/itbag compare

very well to best practices in public pension plans for external managers of both public accounts and
alternative based accountsThe execution and validation practices for external manager fees processes
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at STRS are among the most thoghuand well controlled in the public pension plan spaderivate /
alternative asset procedures and practices for external manager fee validations are also considered
robust.

The CEM investment benchmarking report indicates thédr the asset allocation approved by the
Board,the internal and external costs of managing tiand are 14 basis points belowhe peer median

STRS has engaged the benchmarking services of CEM to analyze investment performance and cost. In
the most ecent report presented during December 2021, CEM reported that STRS costs welnpsl4.0
below what median peers would expect to pay for similar services if they had the STRS asset mix during
the fiveyear period ended 12/31/20. The analysis showed th&SSTee levels rated near or better than

the peer group benchmark levels for the majority of public funds (byesset class) and alternative funds

(by asset class), with the latter being measured against both costs as a percentage of commitment and as
a percentage of AUM. STRS should request that CEM, in its next investment benchmarking report, reflect

{ ¢ w{ Q carriédiid#rdstfor private equity instead of utilizing the peer medias defaultcarried

interest

STRS investment sourcindue diligence and decisiemaking processes areonsistent with prevailing
practices in the industry.

The annual investment plan outlines the assumptions that are incorporated into the investment outlook
for the total plan and each of the asset class araad could be considerelkading practice.Once a
decision is made to conduct an external manager search, the sourcing of external managers for public
asset classes relies on a broadly distributed RFP process conducted at the staffile\adsistancérom

the investment consultants, a prevailimglustry practice.The General Partner sourcing process followed

by the Alternatives team is appropriately tailored to ttaget areas identified, and both the operational

due diligence and investment dueligence are done ihouse by the investment teajaccording to
documentedprocess and procedures. This is also true feingestment ideas brought to the team by
existing investment partners.The Investment Strategy Committee is the approval body fonagar
selection and is limited to investment staff only. Leading practice is to include other key staff such as
general counsel, compliance, and operational due diligence, with the ability eifhmestment office staff

to either veto or escalate the deston on investments for operational or legal reasons.

3.3 Investment and fiduciary risk.

The Board is rislaware with respect to investments and receives appropriate aggregation reports that
identify investment positions.

The Board appears to baware of the relevant investment risks being undertaken in the overall
investment of the STRS portfaliovith the monthly Investment Activities report providy a clear
understanding of the major risk positions and staff activities overseeing the invespuoels. Aggregate
publicequity positions are reported by country, industry, capitalization range and fixed income positions
by duration, quality sector, country sectoSimilar onsolidated position reporting for the Boaisl also
produced bythe Altematives area and Real Estate area.
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The governance of the risk process associated with the implementation of the investment portfolios and
the asset classes (and the total Plan) is prevailing practice.

The quantitative and qualitative performance reporeceived by the Board from Callan and staff on the
investment portfolio as well as the checks and balances that are in place to assure the accuracy of these
reports are appropriate.

3.4  Custodian policy.

Custody of public assets at STRS is contraetithl Fifth Third Bank for domestic securities, and through
Fifth Third Bank to Northern Trust Bank (as sostodian) for international securities, respectively.

The two relationships have been in place sinceb51@®%fth Third Bank) and 2016 (Northerrust as sub
custodian to Fifth Third) The banking relationships are managed through the Treasurer of Qiax8)

who performs this function for all Ohio state public pension plans and other agencies with asset
safekeeping needs. RFPs are issued doaryears. Additional febased service offémgs provided by

the banks are contracted directly through the participating agency.

During the most recent selection procetis TOS included STRS staff in the development of the RFPs and
in evaluation of poposals. The selection process resulted in STRS receiving services from the custodial
bank it wanted. However, STRS was not part of the contractual negotiations.

TheOhio custodian policy, with the Treasurer of Statelectingcustodial banks, and the requirement
for an international subcustodian, hasover timeresulted in STR®Ilowing an inhouse strategyand
minimizing services from the custody banks.

Over past decadeSTRS has chosen not to establish a biwaskd and integrated relationship with its
custody bankdue to its historical lack of control of the custodial bank selection process and the
requirement to utilize an Ohibased bank that cannot support its gldbzeeds. The vast majority of
institutional investment managemenbrganizationsoutsource official backffice, booksand-records
accounting (ABOR) and performance reporting to their custodial bank, and an increasing number are
opting to outsource histod middle office functions such as order management support, trade and
corporate actions processing, proxy and class action services, reference data management, capital call
and distribution processing, and tax reclaim services.

Today, the full suite of fmat-, middle,, and bacloffice investment services functions and technology are
supported in house at STRBhisa 6 Saidi Ay Of I a4a¢ 02YLRYySyiGAl SR Y2RS¢
nimbler, integrated, datacentric approachtypically provided by the exteal custodial bank

Within the narrower scope of external services provided to STRS, the relationship and operating
environment between the agency and its two custodial banks can effectively be summarized as an
G2 LIGAYAT | &idkdR2yLIRATY |Gf KESD

Cur analysis concludes that existing (limited) services offered by Fifth Third Bank and Northern Trust to
STRS are operationally sound, form the basis of a highly collaborative relationship, and are supported by
an effective reporting and oveight program. The nature of the relationship has evolved over time as
STRS has experienced three bank changes ovetyaasiperiod. All parties view the currently defined
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service levels and scorecard reporting process as highly effectha. custodil bank monitoring,
contractual compliance and performance feedback, the TOS has developed a monthly process, facilitated
by athird-party expert firm, that produces a performance scorecard with ratings provided by each
custodial bank, by STRS, and by TOS staff.

The cash management services provided to STRS by Fifth Third and Northern Trust are considered robust
and well controlled.

The custodians effectively manage cash balances to ensure that investment operations are not adversely
impacted by the absence of funds.g., purchase settlements) and that cash available across both
internally managed and externally managed portfolicsfigctively and efficiently invested in either short

term investment funds (STIF), money market funds, or in direct deposit accounts (DDASs), all of which are
interest bearing.

Ohio has a unigue custodial services model tiaes not lend itself to comgrison 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 sophisticated) bank for international secutitieakes it
somewhat tallenging to perform an effective economic comparative analysis of services received.

Although the Ohio custoll I f & SNIA OS& Y2RSt Aa | fF33Ay3 LINF OGA
improvedcustody bank selection and oversight processes.

The lack & authority for the STRS Board of Trustees to select the custodial banks is a lagging practice, as
is the lack of authority for STRS staff to directly manage the custodial bank relationship otoaddsty

basis. Having said that, the current TOS stadf tar be commended for taking a constructive and
collaborative approach to working with STRS to select and contract with the appropriate custodial banks
and proactively monitoring and managing performance. Under the current statutory requirement for the
TCB to serve as custodian of the STRS funds, this could be considered to be an effective apyreach.
recommend that he Treasurer of State and STRS develop a Memorandum of Understanding that
documents current policies and procedures with respect to sele@nd oversight of the custodial banks

to ensure that the effective current policies and processes remain and are improved in the future, even
as new Treasurers are in office.

The law in Ohio Revised Code 135 .@8stitutions eligible as publidepositorie€, and its interpretation,
severely restricts the selection of potential custodial banks which can s&WRS

2 KAETS GKS adladziS adarasSasz al'ye ylraAazyl € oFlylz I|ye
superintendent of financial Btitutions, or any bank doing business under authority granted by the
regulatory authority of another state of the United States, located in this state, is eligible to become a
LJdzo f AO RSLIAAG2NERI &dzoa2SOG G2 & Stdsibir Andeistamdmgtidan m {2
GKS LIKN}asS at20FG6SR Ay GKA& aidliaS¢ KFLa 6SSy AydaSN
global custodial banks. As a result, an additional-sigiodial bank has been selected to handle
investment manager aouints with international holdings.

This legal requirement is highly unusual for U.S. state public pension funds. FAS is not aware of any other
statethat has an irstate custodial bank requirement. As a result, all state funds outside of Ohio utilize a
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single custodial bank for their global custody services. This results in more efficient processing and
reporting, fewer reconciliation requirements, and lower costs.

While many states, including Ohio, have laws encouraging selectionstditeninvestmentmanagers,

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
quality, services, and safety comparail€e 2 G KSNJ I 3Syia 20KSNBA&AS 4+ G At 0O
based custodial banks do not offer international support, they do not offer comparable services to the

many other global custodial banks available to serve STRS.

The legislature should efiinate the requirement for the STRS custodial bank to have a presence in Ohio
to allow for a single global custodial bank to serve STRS to reduce costs and complexity.
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3.1 Investment Policy and Procedures
Scope of Review

The Contractor will perform anvaluation of the board investment policy and procedsirélhe
Contractor will:

3.1.1 Review the process by which the investment policy is adopted and compare that process to best
practices

3.1.2 Review the Investment Policy Statement and compare it tashtg best practices

3.1.3 Determine whether STRS investment policy includes all critical elements, acknowledging an
dzy RSNRGFYRAY3I 2F {e¢w{Qad FAYlIYyOAlf FYyR | Oidz |
established investment and funding goals, aistt tolerances

3.1.4 Evaluate whether the asset allocation is tied to the investment policy statement

3.1.5 Evaluate whether STRS investment policy is compatible 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 Evaluate whether STRS policy specifies to what extent the basis for particular investment
decisons should be articulated in writing by the Board or STRS staff

3.1.8 Evaluate the extent to which STRS 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

319 9@k fdza S K2g 2F0iSy IyR o0& ¢KIG LINRPOSaa GKS o
guidelines, and procedures.

Review Activities

C2NJ 2dzNJ | & &S & a v&stment Pdicy ar@Bcedues, WeRiGliZethe following sources of
information to complete our assessment and comparison to leading, prevailing and lagging practices:

T {¢ew{Qad OdNNByild Lyg@gSaildySyid tz2ftA0e {GlFraSYSyid 6{
dated March 18, 2021 and prior versionsae available

1 Interviewsand followup discussionwith STR&westment staff

1 Interviews and follow up discussionwith the general investment consultar@allan and the
Alternatives Consultant Cliffwater

1 Interview with the Cost Consultant CEM

9 Interviewwith the Performance Consultant ASA

1 Interview with the STRS-house finance staff, Deputy Executive Diregdnvestments and in
house actuary

1 Interview with the STRS external actugr@€heiron

9 Interview with the STRS Custodians Northern Trust and Fifth Third and the STRS Alternatives
Administrator Grosvenor
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Monthly Investment Activity reports, Rebalancing reports and Risk reports and
analyses/presentations historically provided to the STRSdBmarh as the Callan benchmarking

study presented in Dec 2020/Jan 2021

FAS investment policy and operations knowledgebase

STRQ ACFRannual investment reporand monthly investment reports during the past 3 years

{ew{ Qa Y2aid N&obtgsndy andCallan preskritafoins and observations regarding

the 2022 asseliability study now underway

{ ¢w{ Qa Y2 &year bkBebedige ilevichviamti Slocuments presented by Cheiron related to

the current experience review being undertaken

{ ¢ w{ Qa niNPobcled révigv and rebalancing activity reports

STRQ& . 2F MR YAydziS

Asset Class Review documents presented to the Board during 2021

STRQa Ay @SadayYSyid TFTAf Sa mdsdgérdiaSoRelaied invastdemditichst O Ay @ S
The Investment Staff Guidelines and Procedures document and related documents particular to

the implementation of each asset class

RelevanSTRQa AYUGSNY It FdzZRAG NBOGASga yR {idnt TF Ly@S

To develop our assessment, we utilized the knowledge of our team members and the FAS knowledgebase
to assess the contents of the SIOP. The FAS team reviewed documents provided to evaluate consistency
of investment staff actions with established padiei Using the information described above, the FAS

team:

1.

10.

Assessed how the SIOP is developed and updated and compared to leading and prevailing
practices

Reviewed the content of the SIOP and compared to peer leading practices

Determined whether STRShl Ay Of dzZRS&a |y dzy RSNARGIFIYRAYy3 27
characteristics and is developed in accordance with established investment and funding goals,
and risk tolerances

Assessed consistency between the SIOP and the asset allocatiass#téiability study, and the

most recent fiveyear experience study

Reviewed mechanisms and decisimaking processes for periodically reviewing and rebalancing

the asset allocation

9@ fdza SR {¢w{Qa L}RftAOA
9@ fdzr SR {¢w{Qad O2YLX A
any issues

Reviewed STRS Board and staff policies and processes for periodic review and updating of
investment policies, guidelines and procedsire

Observed how th&TRBoard assesses risk during the asset allocation process

Observed how the system identifies and controls investment and fiduciary risk and compared to
leading practices

Sa | yRntdelsio3i A OS& T2NJ R2
yOS 6A0K R20dzYSYiGSR Ay

Note: our review activities did not include tests of tsation 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 policies following fiduciary standards. The formality and accountability
that derives from good governance practices, inclgdthe development and adoption of clear and
comprehensive policies (and compliance with such policies), is essential to demonstrating prudence. The
twin duties of prudence and care combine to create the core fiduciary responsibilities for those charged
with investing retirement assets.

A Statement of Investment Beliefs (SIB), written and adopted bybtiaed, is typically developed as a
separate documentalthough occasionally incorporated into the SIOfhe outcome of this exercise is
generally used aa basis for understanding the various implementation policies utilized by the staff and
outlined in the SIOP. In the SIB, theard agrees to the general philosophies that guide staff when
implementing the investment portfolio (beliefs about market e#ity, 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 and provides guidance to Hmard and external stakeholders

when reviewing results.

A SIOP is the overarching docurhevhich establishes the intended policies and procedures for the
YEYyF3aSYSyd FyR 2LISNIGA2ya 2F | FdzyRQa Ay@SadySyi
establish guidelines that will be followed yet not be formulaic by requiring actions whauimstances

may not warrant such actions. It should be reviewed and approved by the ultimate fiduciary for the Plan

¢ the Boardg and kept current, reflecting input from all aspects of the sponsoring organization and service
providers assisting the staffpard.

The SIOP also typically documents the conclusions of a strategic asset allocation plan that considers both
the opportunities from an asset perspective and the unique liability needs of the Pension Plan and is
adopted for a multiyear (typically &-years) period. Most plans, including STRS, conduct asset / liability
studies as part of the process of establishing a strategic asset allocation plan. The asset side of this study
takes into account the current investment portfolio, anticipated assasslassumptions for beta returns

and risks and correlations between asset classes, anticipated risk adjusted alpha potential and the
2LISNI GA2y It FoAfAGe (G2 AYLIESYSyd RSAANBR OKIy3Sa
liability characterigts of the plan are typically incorporated into the ALM analysisth an analysis of

the asset returns, expected contribution policies or possible variations in expected contributions and also
an outlook for funding levels. Although it may be revis@émtually, both to examine progress towards
meeting longterm goals and to consider whether the assumptions and conditions extant at the point of
adoption are still valid, rapid changes to the asset allocation are generally discouraged. Rebalancing to
maintain asset allocation targets within acceptable ranges is generally mandated unless extraordinary
circumstances are being encountered and discussed witlbdiaed.
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Theboard typically actively participates in the establishment of strategic asset allodatigets through

the ALM study. This participation allows theard to consider its expectations for the future economic
environment, reach consensus on its views of the potential capital market assumptions (expected
risk/return/correlation) of various aset classes, develop an understanding of key actuarial characteristics
and expected outcomes, consider all implicit issues such as economic leverage, transparency, fee levels,
liquidity, and whether thédoard has reason to believe its staff and managexrsehhe resources and skills
required to implement the expected goals.

When asset allocation changes are suggested that require meaningful changes in the asset allocation
targets previously established in the ALM process, the documentation of the strasget allocation

process should include implementation schedules, approved bypdhed, 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@A S¢g 2F (GKS tfFyQa | Oddzr NA+Ff OKF NI OGS
RSGSNYAYLGAZ2Y 2F GKS LXFyQa YI 1 Sdal CARdzOA I NX S &
continue making required contributions to fund the plan going forward, theegtance context the plan

Ad 62Nl AYy3a dzyRSNI FyR GKS LI IyQa FoAfAdGe G2 &adzaAadlr A
and other relevant externally imposed changes to the current plan situation. From this perspective,
inclusion of an Entemse Risk Management assessment is ideal. This process allovimdl to

understand and evaluate whether both investment risks and possible externally imposed governance
changes that exist in any target investment allocation are appropriate for theaBlhits participants.

The process and frequency for reporting on investment strategies and the portfolio risk management
program should be defined and documented in the SIOP.

SDOP Development Standards of Comparison and Findings

SIOP Developmertandards of Comparison ’ Findings
The SDP typically includes the conclusions of a strategic asset allocation Yes
plan and is adopted for a mulyiear (typically &-years) period.
Theboard actively participates in a robust strategic asset allocation proce Yes
through the ALM study.
The strategic asset allocation process should include implementation Yes

schedules, approved by thmard, that outlines expectations for the
investment offce to move to the new asset allocation over time when ther
are significant allocation changes.

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

The process and frequency for reporting on investment strategies and thg¢ Yes
portfolio risk management program is defined and documented in t.SI
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Conclusions

We believe STRBIllows leading practices in the process of development of the SIOP. Input is solicited
from multiple sources by the Board and Staff, actuarial input, stakeholder input, an understanding of the
sensitivities of funding issues from the Ohio legislativecpss are all evidenced in the Board materials

and minutes. Interviews with the Trustees, review of Board minutes, and interviews with Staff and
observations from the STRS website suggest most are acting with a high level of knowledge regarding the
key issles impacting the STRS investment policy for the DB plan. We found most are offering constructive
input and consideration of the issues involved when setting the investment policy.

While we acknowledge there are many points typically brought up in @8ttt of Investment Beliefs

(SIB) contained throughout the STRS documentation process, STRS should consolidate these thoughts and
include in a separate SIB. This document would provide the philosophical foundation for the approach
that STRS is using to nage and administer thestirement plans for the organization.

The STRS Boareceived a presentatiofrom Callan regardinonvestment beliefs during its March 2022
meeting The concept appeared to be well receiyethd a committee will be formedd ovesee
development of a proposed Statement of Investment Belid@fse Board expects to discuss the drafiaat
meetinglater this year

Recommendations for Improvement

R3.1.1.1 The STRS Boardhould add to the guidance provided by the Board to staff lifie
development of a Statement of Investment Beliefs (SIB).
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3.1.2 The Investment Policy Statement
Review the investment policy statement and compare it to industry best practices.

Expectations

The SIOP serves as a strategic guide in the planning ahehietation of an investment progranmlhe

SIOP articulates unique issues related to governance of the investment program, establishes appropriate
asset allocation targets, incorporates policies and beliefs used to implement an investment program with
internal and/or external managers, establishes the approaches and frequency to monitor results and risks.
The SIOP also establishes accountability for the various entities that may work on behalf of an asset owner.
Most importantly, the SIOP serves as ag@oguide that offers an objective course of action to be followed
during periods of disruption when emotional or instinctive responses might otherwise result in less
prudent actions. It is meant to establish guidelines that will be followed yet not lmeulaic, requiring

actions when circumstances may not warrant such actions. The SIOP should be consistent with a
Statement of Investment Beliefs (SIB) that is reflective of the approach fiduciaries believe is appropriate
to implement the investment program

Investment Policy Statement Standards of Comparison and Findings

Investment Policy Statemen$Standards of Comparison Findings

The Investment Policy Statement@B) specifies delegations and
responsibilities, including:
1 Defines the major riskand risk management approachescluding Partial
links to underlying liability structure.
1 Includes the asset allocation, implementation approach, rebalanci Yes
and performance benchmarks both for asset classes and for the f
as whole.
Makes level®f delegations and related accountabilities explicit Yes
Incorporates a Statement of Investment Beliefs (may also be free No
standing)
It is detailed, yet clear and concise. Yes
The SDP articulates the principles that are important to theard to Partial
provide guidance to staff rather than a rulbased approach with
limited flexibility.
The SDP should focus on investment portfolio structures and policies that Yes
govern investment fuctions and practices.
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Conclusions

The STRS Statement of Investment Objectives and Policy (SIOP) is at prevailing practice levels in most
areas.

On the positive side of the ledger the SIOP specifies staff authorities, Board delegations and
responsibilities, defines the return objectives and liquidity objectives, the SIOP outlines asset class targets
and return/risk assumptions, details active risk and return objectives for each asset class, and specifies
performance benchmarks. It is detd| yet clear and concise. It outlines policies relating to most key
asset implementation areas including rebalancing, derivatives, proxy voting, Ohio Investments, Trading,
Securities Lending, Valuations and Performance Measurement. Looked at fronetordgperspective,

the SIOP is strong.

While we recognize public retirement systems do not typically focus on the relationship between liabilities
and assets in the SIOP, leading practice organizations link the investment allocation to the uniguye liabili
characteristics and funding policies of that specific plan. Reference to the plan actuarial characteristics
and funding policies followed by State mandate for STRS given its funding position are missing from the
SIOP. Consequently, the logicforhééW@ { Lht Q& GF NBSG Ftf20F A2y &adzZJLl?|
missing. The SIOP can be improved by incorporating a Board approved understanding of the key actuarial
assumptions utilized. This is timely, as discussions of the key actuarial risgsadsdook place during

the January and February 20B2ard meetings regarding funding goals and risk awareness. Actuarial
concepts and risks explored at these Board meetings could be incorporated into the SIOP. STRS should
consider identifying key acawial assumptions contained in the forecasted liability (contribution rates,
mortality rates, salary assumptions, etc.) and specifically outline ranges of measurement expectations for
these items. Based on this analysis, STRS could identify key lialiitis to be met during the forecast
horizon or that might pose a rethinking of the asset allocation targets. Funding assumptions/goals for
both contributions (which are outside the purview of the SIOP but directly impact the need for return)
and investnent goals should be articulated.

Additionally, we believe articulating a Statement of Investment Beliefs (SIB) (see above) by the Board will
provide better support and justification for the approach staff utilizes in the implementation of the
investment pogram. In particular, an understanding of the reliance on active management through in
house investments and the key risks and advantages of relying on this approach should be mentioned in
the SIB. Having the Board adopt a SIB would provide strondidiréc the investment team regarding

the appropriate investment strategies for plan participants. We note that several beliefs are articulated
within the SIOP (active vpassive and return expectations is well articulated as well as active risk
budgetirg concepts) and the Statement of Fund Governance which contains a strong articulation of the
expectation of roles of the Staff and Board as well as the expected approach to Board Oversight. However,
acknowledging that there are critical issues associatithl the development of ifhouse implementation

of active management in all asset categories and including analysis of where external management will
0SS AYLX SYSYyiSR Aa SELISOGSRO® ¢KS {L. O2dAR Ffaz 3
Govenance (ESG) issues including Responsible Investment. By articulating the logic for the investment
program and the approach being utilized we believe this will allow greater transparency to stakeholders
¢ and hopefully furtherance of trust will result.

98
Funston Advisory Services LLC



2022FiduciaryPerformanceAudit of STRS aDhio

Recommendations for Improvement

R3.1.2.1 The SIOP should be customizemreflect the unique liability and risk assumptions relative
to the circumstances of Ohio STRS DB Plan
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3.1.3 IPS Completeness

5SUGSNNY¥AYS 6KSGKSNI {¢w{Qa Ayg@dSaildyYSyid LRftAOe
dzy RSNR G yYRAY 3 a2 @nd éctuavifl Xharaciedsycs, yaauA in accordance with
established investment and funding goals, and risk tolerances.

Expectations

The SIOP should define all key policy issues, including actuarial assumptions, and articulate responsibilities
and accourdbilities for them.

SPOP Completeness Standards of Comparison and Findings

SIOP Completenesitandards of Comparison | Findings

Overall structure for setting and reviewing the asset allocation is providec Yes
the SOP, including the risk profile ardrgets.

Documents the policies, processes, and responsibilities for:

1 Selection and use of benchmarks Yes
1 Rebalancing for both asset classes andasset classes or styles, Yes
including levels of tactical over/under weights
9 Liquidity. Yes
1 Securities lending, including collateral management and policies Yes
1 Foreign exchange Yes
i Transition management Yes
1 Use of brokers Yes
1 The standards for permitted and prohibited investments Yes
1 ESG considerations No
1 Any specialprograms (e.g., istate, MWBE, Iran/Sudan, etc.) Yes
Monitoring methodology for portfolios, whether external or internal Yes
Prohibited investments are specified. Yes
Delegations to the investment staff are explicit, as are the conditions for Yes
those delegations.
Decisions reserved for tH@oard are explicit Yes
The framework and process employed for development of internal No

management strategies @pplicable) is documented.

If there are other retirement plans, for example DC or hybrid plans, they | No
their own separate SIOP documents.
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Conclusions

The SIOParticulates investment implementation guidelines and guidance regarding implementation
policies and procedures wellAs described earlier, th8IOFomits an explanation of the origin of these
policies sourcing from the actuarial assumptions and planasttaristics. The SIORalso omits the facts,
circumstances, and beliefs to document the origins of, and the rationale for, theuge investment
approach taken by STRS and supporting analyses in the documentation to support these conclusions.

Given themportance of this approach to the implementation of the STRS investment portfolio, we believe
the Board should set up policies and procedures to determine when investment portfolios will be
managedin-houseand when outsourced t@xternalinvestment manages This should be part of the
overallSIOP.

We believe a separat8IOPRshould be developed for both the STRS Defined Contribution (DC) plan and
the STRS Post Employment Healthcare plan (PEM{.reviewed the Defined Contribution Plan
Procedures documerdind found the documentation of the procedures robudi/hile we understand
general policies and procedures for these Plans are included in the current tBEOdH{ferent purposes

and different potential structures and cash flows of these plaasrant a separate logic statement and
investment process review from the DB plan.

Recommendations for Improvement

R3.1.3.1  Consider the inclusion of a policy in the SIOP for determining when investment portfolios
will be managed irhouse and when hiring external managers for a given portfolio is
warranted.

R3.1.3.2 Establish a Statement of Investment Objectivaad Policy (SIOP) and monitoring process
for the Defined Contribution Plan.

R3.1.3.3 Establish a Statement of Investment Objectives and Policy (SIOP) and monitoring process
for the Post Employment Health Plan.
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3.1.4 Linkage of Asset Allocation to the GP
Evaluate whether the asset allocation is tied to the investment policy state (o)

Expectations

Real time asset allocation is actively managed and monitored within the standards set by the SIOP.

Linkage of Asset Allocation to the€dBl Standards of Comparison and Findings

Linkage of Asset Allocation to the SIG®andards of Comparison | Findings
Investment Beliefs, SIOP and asset allocation are consistent. Yes
Processes in the SIOP for the development, delivery, approval and overs Yes

of strategic and tactical investment plans, including rebalancing, are follo

There are measures in platemonitor the asset allocation on a reine, or Yes
reasonably real time, basis.

Where it is impractical to achieve the asset allocation in i for instance Yes
where there is a major change to a private asset class) there is a transitic
plan in phce, and it is monitored and reported upon.

There are appropriate periodic reports on the actual asset allocation to th Yes
board.

Conclusions

We found that the STRS system of ensuring the investment portfolio is kept within the ap@assed
allocation is working well. We believe all necessary information is available on a timely basis to all
appropriate decision makers and compliance/monitoring agents. It was beyond the scope of this review
to evaluate the efficiency of this dmousedeveloped system of linking multiple service providers. It is
possible that with the evolution of the new Finance/Accounting system greater efficiencies can be
realized. The chart below from the SIOP dated March 2021 is indicative of the regular mepdhting

that the Board receives regarding the linkage of the actual asset allocation to the targets. The monthly
formal compliance assertion by the Investment Policies Director is an example of the checks and balances
that take place between departmesto assure the Asset Allocation is linked to the SIOP.
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Var to
Asset Class ‘ Target ‘ Band ‘ Actual Target ‘ Within Band
EquityDom 28% 23%33% | 28.0% 0% Yes
EquityL v i Qf 23% 18%28% | 23.2% 0.2% Yes
Alternatives 17% 10%22% | 19.8% 2.8% Yes
Fixed Income 21% 12%28% | 19.4% -1.6% Yes
Real Estate 10% 6%13% | 8.7% -1.3% Yes
Liquidity Reserve 1% 0%5% 0.9% -0.1% Yes

These targets were in place on 9/30/21 and were updated in March 2022.

Recommendations for Improvement

No recommendations at this time.
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3.1.5 IPS Compatibility with Asset/Liability Study and Experience Review

Evaluate whether STR&estment policys compatible with the most recent asset/liability study
and fiveyear experience review.

Expectations

Overarching governance documents (e$lB and SIOP) should be informed by the relevant studies
(asset/liability study and experience study). Decisions to deviate from the findings of the studies in
creating the SIOP and asset allocation should be noted and explained.

SIOPCompatibility withAsset/Liability Study and Experience Review Standards of Comparison
and Findings

IPS Compatibility with Asset/Liability Study and Experience Review

Standards of Comparison Findings

The SDP is compatible with the most receasset/liability study and fivgear Yes
experience review.

Should there be no major differences between the most recent asset/liab Yes
study or experience review, the reasons should have been made explicit
the board should have taken affirmative amti to accept them

Conclusions

The SIOP adheres to the most recent ALM study, and the policy changes established since the most recent
ALM study with the exception that the discount rate assumption was lowered to 7.0% during June, 2021.
This is not yet reflected in a revised SIOP.

Given that an updated ALM study is in progress as of the writing of this report, STRS should update the
SIOP with the new actuarial discount rate and the new target asset allocations once they have been
adopted. The STRS approach to ALM review and manageqppears to be in keeping with prevailing
practices. Reliance on externally developed (Callan) investment assumptions reviewethdmsen

experts (Chief Economist and asset class heads) appears thoughtful and well developed. The Callan ALM
report takesa 10year investment horizon in their investment outlook while the Cheiron actuarial
assumptions rely on a 3gear outlook. The more conservative Callan investment return assumption is
lower than the 30year assumed rate of return by Cheiron. This tgpeifference in forecasted return

given the difference in time horizon is common in ALM studies such as the one currently underway. This
was well documented and the Board received ample explanation of the approach. The formulation of the
actuarial assumptions via Cheiron and review by-iouse staff again appears to be following leading
practices, as does the approach they are using to recommend changes to key assumptions in the
SELISNASYOS NBOASH 2dzald LINB A Syl S Rssétand kahili)NBchinek | (G S &
appears in keeping with industry practices. The presentation of the modeling output in special sessions
of the Board appears to give ample time for education and review of the material by the Board. The SIOP
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documents the reults of the various inputs from past ALM studies in a concise and efficient manner.

Recommendations for Improvement

No recommendations at this time
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3.1.6 Asset Allocation Review and Rebalancing

Evaluate the adequacy of the mechanisms and daeisiaking processes utilized for setting,
periodically reviewing, and rebalancing the asset allocation.

Expectations

A written rebalancing policy should specify the criteria for rebalancing and procedures to faithfully
implement that rebalancingolicy, and should be reasonably designed to achieve the approved asset
allocation.

Asset Allocation Review and Rebalancing Standards of Comparison

Asset Allocation Review and Rebalancing Standards of Comparison Findings
There are adequate processeglace to monitor actual asset allocation so 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 fileare reflective of the Partial
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 investment philosophy of the fund overall.

Conclu®ns

The rebalancing policies and procedures are articulated in the SIOP (Sectiand1@g Investment Staff
Guidelines andProcedures documendated 10/1/2Q0 The rebalancing and cash raising efforts are
reported in the monthly Investment Activity Bert to the Board. Rebalancing actions appear thoughtfully
considered and implemented through the weekly trade order discussion and approval process between
the asset class heads and the office of the Deputy Executive Direbtoestments. In additiorthe
Investment Compliance Verification Report provides a detailed monthly analysis of the allocations to the
asset classes specified in the SIOP. This report demonstrates adherence to the asset class target exposures
and tolerance bands and also providesletailed analysis of the active risk budget adherence to SIOP
targets for each asset class. The management of the illiquid portions of the portfolio (Real Estate and
Alternatives) appear to be thoughtful regarding their cash forecasting efforts ansheweporated well

into the overall cash management of the plan. We believe the checks and balances in place between staff,
0KS hKAZ2 ¢NBIF adz2NENRA 2 7F 7T A-aaly atinyinistradriNg e iyaeMdsdt OG0 A y 3
classes represents a strongppess and are evidence of STRS following indpséwailing practicén the

area of cash management and rebalancing.

The meaningful required cash outflows for benefit payments (expected $4.0 bi#®0 billion per year)
requires constantly monitorinthe expected cash flow at the Plan level. In addition, variable cash flows
from the illiquid portfolios managed by STRReal Estate and Alternativesand the moderate use of
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derivatives (some of which require daily cash settlement) necessitate aasdmabnitoring of short and
intermediate term cash requirements. We believe STRS staff have appropriate internal policies and
procedures and operational technology to handle this important task. The liquid treasury portfolio
allocation plays a criticable in liquidity management in the STRS target portfolio.

The role of the Deputy Executive Directainvestments in managing the rebalancing needs and ongoing
cash flow requirements is quite important. This role acts as the balancing agent betweearithgsv
rebalancing and cash raising demands. While we found guidelines the role follows, we did not find explicit
acknowledgement of this role in the either the SIOP or the Investment Staff Guidelines and Procedures.
Documentinghis / her role as the uiinate decision maker regarding rebalancing, cash raising and cash
management within the asset allocation boundaries established in the SIOP with the ability to go outside
boundaries when approval is sought and granted by a decision party such as thevexeaettor would

be additive. We also believe that a method of documenting the weekly cash management and rebalancing
decisions made would be helpful over time should the need for recreating the circumstances surrounding
the weekly decisions be required

Recommendations for Improvement

R3.1.6.1 Include a description of the Deputy Executive Director InvestmeqShief Investment
Officer role as the ultimate decision maker and the process followed by the staff in the
rebalancing process and casiianagement effort in the SIOP and the Investment Staff
Guidelines and Procedures to clarify his/her authorities within the overall rebalancing
policies established in the SIOP.

R3.1.6.2 The reasoning for rebalancing actions should be documented setdined for future
reference.
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3.1.7 Due Diligence Documentation

Evaluate whether STRS policy specifies to what extent the basis for particular investment
decisions should be articulated in writing by the Board or STRS staff.

Expectations

All investmat 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 Documentation Standaod<Comparisorand 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 actiomdertaken Yes
The Investment Committee periodically (e.g., biennially/triennially) review No

strategic and decisiemaking documentation formats to enable assessmel
suggestions as to their fiduciary/communication effectiveness.

Conclusions

The SRS Investment Outlook and expectations for change in investment approach are documented well
in the annual investment plan. This document is presented once per year to the Btypidally in June

¢ and contains a good picture of the current economidlaak, portfolio position and expectation for
future portfolio changes/emphases. Targets for capital market allocations (within ranges established by
the Board in the periodic strategic asset allocation review) over the coming year and active risk @xpecte
within each asset class are identified and articulated well in this annual investment review document. We
found this annual review documentation at a leading practice level.

Summaries of investment activities and updates to the Board are presentieel monthly activity report.

These monthly reports are supplemented by periodic sector updates presented once or twice per year to
the Board by each sector head. Examples of these sector review reports are included in Sept/Oct of 2021
and the Real Estatupdate in Feb 2021 presentations to the Board. The combination of the above
reporting, together with the independent Callan reports and analyses on the investment portfolio
emphases provides the Board a good understanding of where the portfolio is tetstive to target
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allocations and benchmarks, where the staff has taken positions and where it expects to change the
investment positions and what actions it expects to take to implement the investment changes.

The Investment Staff Guidelines and Proageduwdocument outlines the process to be used by investment
personnel in making their decisions in each asset class. During our discussions with the investment staff,
we found evidence of a strong risk awareness and extensive use of risk management heals w
establishing portfolio positions and determining overall portfolio weights. The internal work was not
documented in the Investment Staff Guidelines and Procedures maRaathe sake afansparencyand
appropriate documentatiorthe investment strature work thatstaff appeardo be conducting consistent

with expectations should be documented in internal files and the process utilized to review the
investment structure updated into the Investment Staff Guidelines and Procedures documfenBoard

is kept aware of the current investment structure vs target in the Monthly Investrictivities report

and the Callan quarterly reportn section 3.2.1 below we outlineracommendatiorfor the inclusion of

a periodic review of the internally managed investment portfolios by a quatffied-party due diligence
provider. The expedition of this review should be documented in the Investment Staff Guidelines and
Procedures document as well.

The process and due diligence standards used by staff when selecting external managers are outlined well
in this document and are transparentThe documented standards include reference to externally
published RFPs, compliance with Ohio Enhanced Investment Managers program requirements, input from
the investment consultant (which we understand from our interviews includes Operational Due Diligence
reviews), and a streamlined process of narrowing candidateih a final report provided to the Deputy
Executive Director Investments.

While we found the Board communications from the Investment Staff effective and the materials
complete withtheex8 LJGA 2y 2F ARSIFa 6S AyOftdzZRS fFGSNI AYy (KAAZ
a0SLI ol O1¢ (G2 RSGSNX¥AYS 20KSNJ glea 2F LINBaSyiaay3a .
improvement in presentation formats and styles, STRS is opewttangrevailingpractice level today and

we believe the Board is well served by the investment information flow they are currently receiving.

Recommendations for Improvement

R3.1.7.1 Update the Investment Staff Guidelines and Procedudiscument to include the process
that the Investment Staff uses to determine and monitor portfolio risk positions and discuss
the process they use to determine target positioning versus Strategic Benchmarks by
monitoring portfolio weights and strategy sizopdecisions.
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3.1.8 Implementation Compliance

Evaluate the extent to which STRS observes its formal written investment policies and
procedures, and identify what, if any, practical problems have resulted either on a systematic or
isolated (but significai) 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 fund levels. Other parties to the itment program (consultants, brokers, custodians) are
utilized to increase the reliability of the compliance rules (including personal trading and ethics rules as
well as investments).

Implementation Compliance Standards of Comparison and Findings

Implementation Compliance Standards of Comparison Findings

There is a comprehensive compliance program that monitors fund Yes
compliance with investment policies, and it is adequately resourced.

Compliance technology is used appropriately. Yes
TheCompliance function is independent of the Investment function. Yes
Compliance has the needed access to books, records and personnel to Yes
perform its function.

Due diligence compliance checklists are used and reviews are document 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 handling of investment compliance exceptions is clearly Yes
articulated, including when thboard should be informed

Compliance exceptions are documented. Yes
Compliance applies to both externally and internally managed investmen Yes
An effective internal audit capability and process that monitors investmen Yes

processes and controls.

Conclusions

As isexplainedin section 3.2.2 below regarding the securities trading policies and proceduncealso in

the Investment Staff Guidelines and Procedures docunt@etSTRS systems in place to provide real time
monitoring of investments anche adherence to overall 3P targets are leading practic&he separation

of the investment accounting, performance function between the finance and investment areas, the use
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of Northern Trust Investment risk and analytic services to calculate resukpéndently, the use of
Grosvenor for documenting cash flows related to the Private Alternatives program and the verification of
Plan level performance calculations through ACA Group using GIPS standards for asset owners is
representative of strong compliae practices relying on both internal and external resources. There
FLIJSENI G2 0SS aidNRy3I OKSO1la FyR obflyOSa gAldK GKS
staff and investment staff in particular through the Office of Investment Pdkito assure the actual
investment program follows Board approved targets and ranges.

Recommendations for Improvement

No recommendations at this time.
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3.1.9 Policy Review
9@l fdzf S K2g 2FGSYy YR o0& 6KIG LiNERO®ECEs, 0§ KS o
guidelines, and procedures.

Expectations

D22R 3I2@0SNYIyOS LINI OGA0Sa ONBF(GS GKS F2NNThé Ay TNI
formality and accountability that derives from good governance practices, including theogenestt and

adoption of clear and comprehensive policies (and compliance with such 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, mstsites (including Ohio) apply a prudent expert standard

which requires the fiduciary to exercise the care, skill, prudence and diligence that a prudent expert would

use in a similar enterprise.

Policy setting is one of the key powers reserved for ado#® comprehensive set of governance policies
will provide consistency and guidance to the board and staff, establishing clear limits or standards to be
met in the execution and implementation of boaaghproved objectives.

In establishing policiest is important that trustees periodically benchmark their governance practices

against that of their peers. Peer benchmarking requires ongoing education regarding evolving
practices.This can be accomplished through structured board training and educptmgrams. Peer
benchmarking also requires fiduciaries to actively seek the advice of consultants, counsel and/or other
experts who have access to such information. Reviewing and analyzing peer practices can assist fiduciaries

in determining notonlyhoii KSANJ Fdzy R 2NJ aeadsSyQa 3I20SNYylFyOS LINI
ARSYy(GAFeAy3d 3TlLlA YR adNBy3aIGKSyAy3d GKS aeadsSyqQa 13
A prevailing practice among pension funds is to establish a governance policy framewobngilk c
governance policies in a governance policy marilied.governance 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 séce providers, participants, and stakeholders.

Policy Review Standard$ Comparisorand Findings

Policy Review Standards of Comparison Findings
Each policy includes a minimum timeframe (e.g., annually, biennially, Yes
triennially) for review andipdating, as appropriate.
Theboard obtains peer policy comparisons when reviewing each policy. No
Policy review responsibilities are clearly assigned to the approfrizded No
committees.
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Conclusions

The STRS Governance Manual covers roétiye topics that you would expect in a retirement system
A2PSNY I yOS Yrydzr T K26SOSNE GKS aSyRa @ao YSEyah
anddoes not sufficiently convey the powers reserved for the Board and those delegated tretbiatilze

Director and committees. Topics that you would typically see in a single policy or subsection are dispersed
throughout the different sections of the manual or only addressed in administrative rules or by statute,
leaving the reader to search thugh several sources of authority to find the applicable governance rule.

alye 27T { KnSheGaderiahc® MéhdaEare not policies; rather, they addpessedures and

tasks that are more appropriate for implementation procedur@he Section entiedd 9 E S Odzii A S 5 A NX
[ AYA G Irehds 8sy@aR2 y20 R2 (0KA& fAaGX¢ NI GKSMbtgadbey | FTAI
measured against standards and metrics approved by the Board

The STRS Governance Manual reads as a series of unassatétadents rather than a cogent
framework with substantive policies, which makes it difficult for the reader to navigate and find useful
information. STRS should consider substantial revisions to the Governance Manual to address applicable
policy gapgas identified in the matribelow), and make the Governance Manual a more tfsendly
resource for Board memberstaff, professional service providers, participants, and stakeholders.

Specifically, STRS should adopt bylaws consistent with the statgtwgrnance requirements and
administrativerules andaddressing the subject matter gaps identified in the Model Governance Manual
Framework. Bylaws are a foundational and central governance document that is essential to establishing

the affairs and condtt of the Board with respect to the performance of its functions, poweansl duties

dzy RSNJ 32 SNy Ay3a I g 2 KAES Ylrye 2F GKS (2LA0a (Kl
sources of authority, formally codifying bylaws will consoliddtéhe relevant information and rules in a

central location that is easy to access and understa®ecific bylaws recommendations are included as

ExhibitB.

The Governance Manual should be organized by powers reserved for the Board and policy gajseshoul
addressed, for exampl@ee alsdverview of Governance and AdministratinrSection 1)

9 Conduct the business of theard and its committeesAdd policies for: election procedures and
guidelines; conflicts of interest/recusal; board confidentiality; referral of investment
opportunities and service provider candidates; board travel; boardasséssment; fiduciary
review.

1 Approve/Set/Delegate Add policies foractuarial services policy; strategic planning process;
delegations to the executive director; performance review process for the executive director;
boardstaff relations; board communications; stakeholder communare; legislative
communications; crisis communications; enterprise performance and risk managenoeri.S.
proxy voting; ESG; DC Plan; DC Plan investment policy statement; funding; pension benefits.

1 Oversee Add policies for: placement agent disclosur&&C pato-play rule compliance and
reporting; financial disclosure; whistleblower and reporting; and revise the insider and personal
trading policy per the below recommendation.

9 Verify. Add polieesfor audit compliance.

More detailed recommendationsroeach of these potential new policies is included in Exfibit
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Recommendations for Improvement

R3.1.9.1

R3.1.9.2

R3.1.9.3

R3.1.9.4

R3.1.9.5

R3.1.9.6

Adopt a more comprehensive set of bylaws or Board governance policies. See ERIfidit
examples.

Formalize the process for policy settinghcluding identifying policy needs and reviewing
peer practices.

Revise the Governance Manual to be more comprehensive and -fisendly, including

NEFAYAY3I GKS O2yidSyid 2F {¢w{Q SEA&GAY3T LRtAO

gaps(See ExhibitCaddressing opportunities for improvement of existing policies).

Revise the insider trading and Material NdPublic Information (MNPI) policies (and related
practices) to ensure that an information barrier exists between thwivate and public
investment teams, and add an explicit prohibition on the public side of STRS from investing
in IPOs or secondary offerings or corporate debt offerings (including packaged bank loans
for companies) that are held or that were held immedigy preceding the IPO within any
related fund without prior consultation with legal counsel.

9t AYAYIFI(GS GKS GSyRa¢ @gaod aYS! yidsarounipowes e
reserved.

Develop Strategic Policy Calendars for the Boardl each Committee that identify policy
development priorities; these should be approved by the Board annually.
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3.2 Investment oversight and review.

The Contractor will perform an evaluation of the oversight and control of investmente
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@k ftdzkiS {¢w{Q LINRPOSaa ¥F2NJ YSIadaNAy3I>x SGI t dz
brokerage and commission recapture (if any), and compare the process to other funds as well
as public or private thirgbarty industry surveys.

3.2.3 Evaluae 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 extémaaktment 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

3.2.6 Analyze how investment managers are selecteduiing the transparency in the decision
making process, due diligence provisions, whether specific criteria and procedures govern the
selection process, whether they are actually observed in the selection process, and whether
there is adequate documentatin of selection process.

Review Activities

C2NJ 2dzNJ  3aSaaySyid 2F GKS . 2FNRQa Ly@SadaqySyd t2f€¢A
information to complete our assessment and comparison to leading, prevailing and lagging practices:

T { ¢ wufeemt Investment Policy Statement (SIOP) and Statement of Fund Governance (SFG)

dated March 18, 2021 and prior versions made available

Interviews and followup discussions with STRS investment staff

Interviews and follow up discussions with the generalestment consultant Callan and the

Alternatives Consultant Cliffwater

Interview with the Cost Consultant CEM

Interview with the Performanc€onsultant £A

Interview with the STRS-house finance staff, Deputy Executive Direeidnvestments

Interview with the STRS Custodians Northern Trust and Fifth Third and the STRS Alternatives

Administrator Grosvenor

1 Investment Activity reports, Rebalancing reports and Risk reports and analyses/presentations
historically provided to the STRS Board such as dflarCreports

1 FAS performance reporting, trading and operations knowledgebase

{ ¢ w{CERaannual investment report and monthly investment reports during the past 3 years

=a =4

= =4 =4 4

=
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{ew{Qa NBolflIyOAy3d LRtAOASAE NBJASsAa | yR NBoOI I
{¢w{ Qa utesl NR YAY

Asset Class Review documents presented to the Board during 2021

{ew{Qa Ay@SaildyYSyd FAf{Sa NBfIFIGSR (2 ALISOATAO Ay
The Investment Staff Guidelines and Procedures document and related documents particular to

the implementation of each asset class

T wStSOIryld {e¢ew{Qad AYOISNYylFf |dRAG NBGASsa IyR {{il

= =4 =4 4 =4

To develop our assessment, we assessed the reporting function that exists between staff and board based
on our knowledge of the STRS investment program and standard reporting templates used by asset
owners. The FAS team:

1. Assessed the flow of performanagonitoring actions and reports between staff, consultant and
board relating to the how the investment program is structured and compared to leading and
prevailing practices

2. Reviewed the performance calculation approach utilized at STRS and compar&ktadwiedge
of leading practices

3. Reviewed the checks and balances and controls instituted by STRS staff and third parties such as
ACA and CEM and Northern Trust in the calculation of results.

4. Discussed with Staff and Consultants the concept of risk regpend reviewed the reports
provided the Board on the concept of investment risks.

5. Reviewed the STRS Benchmark development process and performance benchmarks dn place
paying particular attention to the Callan Benchmark report from December 2020 andryanu
2021.

6. Reviewed external manager agreements in place and the process of conducting due diligence on
external investment managers.

7. Discussed in detail the valuation process in place for the Real Estate direct investments and the
Colnvestments made by thAlternatives staff.

8. Interviewed STRS investment and trading personnel on the subject of brokerage commissions
and trading cost analyses.

9. Reviewed internal documents such as the Semiannual Broker Evaluation document aGifhe A
documents as well as Boardports on Brokerage transactions and external reports such as the
CEM Investment Cost Effectiveness Analysis report and Virtu Trade Cost Analysis (TCA) summary
reports.

10. Interviewed Finance, Investment and Operations staff, Grosvenor and other reledantirals
on the fee calculation and negotiation process.
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3.2.1 Monitoring and Compliance

Evaluate the appropriateness of board and staff controls, procedures, and capabilities to
regularly review and monitor the performance of the investments and fractices of
investment managers, as well as ensuring compliance with policies.

Expectations

The SIOP should allocate responsibility for monitoring investment performant®aat, staff and
consultant levelsMonitoring by theboard 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 notbe used as a decisiemakingprocess Monitoring reports shouldnclude whether
portfolio, asset class and total fund performance are within expectations with regard to both performance
and risk. Outliers should be explained, and, where appropriate, action plans detailed to the senior
investment staff and/oboard, @& appropriate.

Monitoring and Complianc8tandards of Comparison and Findings

Monitoring and Compliancé&tandards of Comparison | Findings

Performance and risk reports are compiled at least quarterly. Appropriate Yes
flash reports are available to the investment sta#f manager/GP monitoring
policy defines frequency of due diligence visits, as well as whetkagrson

and/or onsite visits ae required and conditions which dictate a special vis

Monitoring policy and practice include benchmark comparisons, personng Yes
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 mai@rpersonnel changes, change
in corporate structure, regulatory investigations or findings, etc.

Investment management agreements and broker agreements provide for, No (See

annual ethics confirmations. recommendation in
Section 1.6)

Investment management agreements with outside managers, and the Yes

equivalent policies for internal management, should define appropriate
benchmarks, expected risk profiles, permissible and prohibited investmer

A general investment consultant thathged by the board, provides counse Yes
to both the board and investment staff, and opines on investment staff
decisions. The consultant reviews both internal and external manageme

Specialty consultants (where appropriate) hired by the board prostdmsel Yes
to both the board and investment staff, and opine on investment staff
decisions.The consultant reviews both internal and external managemen
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Conclusions

STRS appears to folloprevailing industry practices in all areas of performance messment and

monitoring. The use of ACA to perform GIPS standards for asset owner performance reviews at the plan

and individual asset level is a leading practice. The measurement of after fee performance benchmarking
through CEMs a prevailing practicéor large public funds Attribution techniques performed by the

general consultan(Callar) follow leadingor prevailingindustryLINJ OG A OS @ b2 NI KSNYy ¢ NI
calculations of the externally managed strategies for international equities andanaktéxed income

portfolios are a prevailing industry practice! f a2 > DNER a @Sy 2 Ndty adNilistrédor I a |
monitoring and documenting all cash flows for the alternatives program and real estate portfolios
provides independent verification ofllathe inputs required for performance calculations for these
portfoliosis at prevailing industry standard.

The appraisal process for direct investments in the Real Estate department appears in keeping with
prevailing industry practices and provideslaNY Q& f Sy 3G K | LILINF A&l € k @ € dzF G A
02 Ol tdzS Ay@gSadySyaao 28 o0StAS@S GKS wSIkHft 9adl
Valuation Policy Manual represents industry leading practitae fnance department calcation of

overall performance results is independent of the investment teams and appears robust and makes use

of both external providers and internal skillsOverall,the performance and monitoring processes
performed by staff and consultants for tiheal estateinvestment program is at least at prevailing industry
standardsand in some cases above that

vy NS

The Alternatives Investments area is an important growth area at STRS. We found the 10/24/21 Board
overview particularly insightful regarding thiirection STRS is taking to implement the STRS program. We
note the large amount of attention this area has received given the fees that can be paid for successful
programs and suggest STRS continue to support areas of fee transparency currently locesgpdiby

the SEC. We found the STRS approach to the Alternatives area well documantedpecifically refer

to the STRS Co and Direct Investment Guidelines, the Private Equity Policy and Procedures Monitoring
Policy, the Opportunistic/Diversified StaPolicy and Procedures for Direct and-l@eestments, the
Alternatives Investments Policy and Procedures Overview and other policy documents we reviewed. The
reliance on @neralPartner (GP)Audited valuations in determining STE®ited Partner (LP)aluations

is an industnprevailing practice The reliance on GP valuations forl@gestments, given the fact that

the STRS program is still relatively early in the maturity of its investment program, is understandable.
While it is difficult to anticipatéhe exact valuation process for -@avestment that will become required

for this portion of the portfolio at the time of this writing following an independent process similar to

the one in place for direct real estate valuation at STRS would be sdeadisg practice. While we
believe the current valuation process is working fgnereparing for a more independent procefes the
co-investment progranis seen as a longer horizon goal.

In our discussions with the various asset class hea@&TRSve bund the due diligence process they
utilize inthe monitoring of external managers in the STRS prodrath thorough and thoughtful The
information sharing that exists between the asset class heads and the external consgl@aitan and
Cliffwater- also appearsn keeping with industry standards for pension plans with largeouse staffs

The Monitoring and Evaluation policies followed by staff are documented in the Investment Staff
Guidelines and Procedures document dated 10/1/20. While wethiedstaff well qualified to perform

this role, industry practice would be to formalize the inclusion of external consultant due diligence
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outcomes when available even when the opinions voiced in these due diligence reports differ from the
inclusions ofn-house staff. Formalizing the input from external due diligence provigiesth a process

in place of overruling the opinions voicedn the Investment Staff Guidelines and Procedures document
by asset class would be additive.

The STRS incentive comgation program provides a strong incentive for the asset class heads to closely
monitor the various external managers and their potential for adding value in excess ofTieassaid,

given the extensive use of d4mouse management at STRS and the pertoroebased incentive
compensation program in place, it is particularly important for an independent investment advisor such
as CEM to perform after fee performance comparisons dfonse managed strategies with externally
managed products. TEhstrong anddiverse checks and balances in the performance measurement
processshouldgivethe Board and other stakeholders assurance that the reporpasf success of the-in
house effortis an accurate reflection of performance results

While the Board is providedppropriateperformance reporting and portfolio monitoring on all aspects

ofthS LJ I y Qa actiwhydvedid nofiyidievidence of external due diligence monitoring on the in

house investment activitiesCNR2 Y { KA & LIS N& LIS O kr@Seifort fok the ishdide NR Q& R
strategies could be enhanced by retaining an independent {pady due diligence consultant to

periodically provide detailed reviews of eachhiouse investment strategyWe understand from our

discussions this type of rewiewere providedby the previous investment consultant, Russelhving an

independent, external check and balance in place that provides due diligence reports on the gadple
investment processes followeny the STRS investment teanasd detailed performance attribution of

each internally managed strategy over varying time pericdmbined withan analysis of what could be

obtained externally g 2 dzf R 6S | RRAGAGS (G2 GKS . 2FNRQa 23SNA,
capabilities are in placeSpecifically, we could envision an external due diligence report being prepared

in advance of the launch of any newtinuse managed strategy and updated evefyyears in an attempt

to monitor the inhouse efforts vsexternally available strategiedn-house managementn most cases

will have an inherent fee advantage to externally managed portfadiosll other things being equahis
processshould confirm the quality of the STRS investment efforts angrove i KS . 2 NRQ&a 2 @
monitoring effot. Of course, sometimes all other things are not equait such a process would reveal

those situations.

Finally, the discipline ofequesting thatinternal investment professionals andexternal investment
providers/employees certify confirmation withF8 Institute standards and applicable ethics laws is a
prevailing practiceamong STRS peers. We beliezguestingeach individuabr organizationinvolved

with the investment process of STRS funds to annually certify compliance with these standards would
provide meaningful reinforcement of expectations that these standardsiraportant and should be
adhered to when implementing investment decisions on behalf of STRS members.

Recommendations for Improvement

R3.2.1.1 Retain a thirdparty to provide a periodic due diligence review of dmouse investment
strategies. These reviews could include detailed attribution analyses and performance
versus custom peer groups of external managers and will help articulate the value add that
STRS has gaindy moving the bulk of their investment activities thouse.
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Formalize the role of thirebarty investment and operational due diligence advisors in the
Monitoring and Evaluation Process in the Investment Staff Guidelines and Procedures
document.

Over time, establish a valuation process for Private Equityilmeestments that is performed
by an independent thirdparty to ensure transparency.

Establish an annual ethics confirmation for all investment professionals / organizations
responsible for managing STRS assets that details ethics expectations and requests annual
certification of compliance. (See also recommendations in Section 1.6)
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3.2.2 Transaction Costs

9@ fdzr &S {¢w{Qa LINRPOSaa T2 NJtrdafSactionzedts drected g f dzt
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 with respect to public asset brokeriagiides a best execution policy which requires
the pension fund and its managers to take all reasonable efforts to obtain the best possible result in
trading securities on a consistent basis, taking into account both quantitative factors (e.g., price,
commission, spread, implicit market impact, and size of the trade relative to volume) and qualitative
factors (e.qg., likelihood of execution within a desired time frame, market conditions, ability to act on a
confidential basis, ability to handle large tradesecurities having limited liquidity without undue market
impact, creditworthiness, willingness to commit capital to a particular transaction, market knowledge,
and back office infrastructure).

Prevailing practice is also to generally allow each imvest manager to select their brokerage firms
through which trading will be completed for the pension fund. Each investment manager is also
responsible for conducting all appropriate due diligence on the brokerage firms it selects.

Many public funds alsprovide the option for their investment staff to retain the right to direct brokers

and enter into brokerage commission recapture agreements. Directed commission brokers are selected

by the investment staff, often with consultant assistance. Investmeartagers mutually agree to direct

' LISNOSyYydF3aS 2F GKSANI LRNIF2fA2 dzy RSNJ YIylF3aASYSyi
objective is to select a percentage amount that generates substantial commission savings, without
hindering the investment maager's ability to execute investment strategies that meet the objectives set

forth in the IMA. Many funds of the scale 8TR$&hoose to not utilize directed brokerage based upon a
cost/benefit analysis and the desire to allow investment managers to rtfedie own selection and be
responsible for their net returns.

each investment manager is typically required to report on brokerage firms they are using and the terms

of those relationships. The disclosure usually covers payment for order flow, softadgllcovered
SELSyasSas YR (KS yIGdNBE 2F GKS oNR]1SN asSt SOiazy
amount by which a commission exceeds the price of executing a transaction. In some cases, that amount

is converted to credits and gimgo 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 args@fttidatlar trades are

less transparent and may result in more benefit to the manager than the client or more benefit to clients
other than the one for whom the broker was making the trade. The use of soft dollars has been declining
with public pensiondnds and is considered a lagging practice.

At a minimum, the investment staff reviews investment manager transactions and arrangements for
O2YLIX AlFLYyOS gA0GK (GKS TdzyRQa LIt AOASa GKNRBJIAK | 0S¢
custodian provié the information necessary to conduct this review.

Leading practice is for a public pension fund to periodically engage a trade analytics firm to independently
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monitor public equity transactions over a specified time period. Typically, the firm maimtanasling

database with institutional averages for commissions, fees and market impact costs in most markets in
GKAOK G(GKS LlzofAO FdzyR Ay@dSadao wSLI2ZNIia dzadz £ te
investment managers to those benchmark#/hile the trading analytics firms also provide similar services

for fixed income trades, this service is less often used and provides less benefit due to much lower fixed
income trading costs.

Transaction Costs Standards of Comparison and Findings

Transaction CostStandards of Comparison Findings

There is a program to evaluate internal and external trading to ensure the Yes
securities transactions be affected to the best advantage of the system
regarding price 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 theboard periodically reviews soft dollar and Yes
commission sharingrrangement usage.

There is a policy for oversight of foreign exchange by staff. Yes
For funds with internal management, a continuously updated and vetted Yes

database of brokedealers qualified to perform execution services for all
internally managed grtfolios.

Conclusions

Transaction cost management and broker practices are highly controlled at STRS and considered on par
with leadingpractices across the public pension plan space. On a semiannual basis, thBo&TRS
receives and reviews a Broker Evaluation and Associated Policies Document. STR&patafthe

report, and Callan, in their role as investment consultant, offeesrtbpinion on three key aspects

1 Their comfort level with the factors that STRS takes into consideration when evaluating brokers;

1 The appropriateness of documentation about execution, brokerage selection, research, soft
dollar policy, and brokerage usageid

1 A definitive recommendation for thBoard to approve the report.

The document provides detailed information on brokerage evaluation methodologies and results, future
allocation methodologies and estimates for commission shaaimgngements, and actual commission
expenditures by broker by designation. As important, the report contains detailed descriptions of the
following:

1 Brokerage Commission Policy;
1 Ohio and Emerging Brokerage Firm Procedures;
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1 Ohio Investment Manager and BexkPolicy and Program;

STRS Investment Protection Principles; and

1 Soft Dollar Policy, including descriptions of fiduciary responsibility, research services, soft dollar
guidelines, budget, and ongoing monitoring requirements.

=

TheBoard is requested to fanally approve all contents of the Broker Evaluation and Associated Policies
Document on a semiannual basis.

Brokerage Selection and Reporting, CSA and-Baiiiar

The Ohio statute governing broker selection is considered a typical and prevailing practioghile a

targeted goal to increase utilization of Okgoalified brokers would not be considered as such, the best
execution policies for trading take clear precedence over all other factors. In other words, while policies

and practices comply with ghstatutory requirement to attempt to increase the use of Ghartified,
womenowned, and minorityowned brokers, those practices are subordinate to best execution policies.
Consequently Ohiobased and other brokerage utilization requirements will cathieve the level of
GSlidzr f O2yaARSNIGA2Yy ¢ (2 (GKS ONBFRSNI dzyA @dSNBRS 27
all other decision criteria, the best interest of STRS members takes overarching priority in the selection of
brokers to support 8RS public securities trading.

The Annual Comprehensive Financial Report clearly identifieBoduel as responsible for the review and
approval of the purchases and sales broker dealer list; although exceptions that delegate broker selection
to the DeputyExecutive Director, Investments exist for best execution reasons and other fagtgrs (
FINRA eligible members of IPO syndicates). The proven structure and evidenced discipline of broker
analysis also provides the staff with an opportunity to utilize the services of brokers not on the list and to
present them to theBoard for retroactiveapproval at the next presentation of the semiannual report.
Given the varying nature of securities trading between fixed income and equities instruments, the criteria
used by STRS to approve brokers appropriately varies by asset claBepaithapproes both lists as part

of their semiannual review.

The evaluation of brokers for fixed income is performed against six categories including financial strength,
underwriting capabilities, secondary trading capability, investment research, economic resaacch,
portfolio services. Rankings are developed quantitatively and utilize external designatipnieyel of
government securities dealers) and privatérd-party data analysis (g., Bloomberg). The resultant
ranking suggests a direct correlatiamttade volumes in the following time period.

On the equity side, the STRS investment area maintains a list of brokers into trading eligible categories
including bundled service providers, execution only brokers, and commission sharing arrangement (CSA)
eligible brokers. The document details the broker voting process practiced by the domestic and
international equity teams and how rankings are developed to inform proposed commission allocations

for the following period. The allocation estimates are pded to theBoard in the semiannual report.

Following theB2  NRQ&a @20GSx GKS NB & dzdénkers (exdiBsiveioKtheNdoposed A G K
allocations), along with qualitative evaluative commentary from the investment teams. This is considered
aleading practice for institutional investors.

Both bundled commission arrangements and CSAs are used by STRS to obtain research services commonly
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found in soft dollar arrangements. There are clear responsibilities set forth in the STRS Soft Dxyllar Poli
section of the document that govern the fiduciary responsibilities and standards of care and diligence that
provide guidance for the STRS soft dollar arrangements. Definitions of what qualifies as research services,
guidelines on how transactions aggecutive, and requirements for obtaining STRS legal approval on soft
dollar contracts; in writing g are also described. Finally, the financial aspects of the soft dollar policy are
clarified, including setting soft dollar research budgeting and CS#uatcmaintenance and brokerage
monthly reporting requirements. In aggregate, this policy and the enforcement and oversight of it is in
line with peer standards.

Finally, the brokerage commission policy contains language for evaluating foreign curretsactians
including comparisons of broker prices to market prices and the use of-ghity platforms (for
transparency purposes) and the required utilization of custodial banks, where required to support more
stringent settement policies.

Trade Cost Aalysis and Benchmarking

The head of trading for STRS provides all purchase and sales information for publicly traded securities to
Virtu for third party trade cost analysis. Using an Agency Cost Estimator against a Global Peer database,
the vendor is ald to quantify STRS trade execution effectiveness against a variety of parameters including
by trader, by accounandby market. Results, including weighted average commission levels, execution
slippage and P&L are provided to STRS on an annual basis.

Finally, the most recently received CEM Investment Cost Effectiveness Analysis Report references a
transaction cost survey. CEM cites that on a historic basis, therbdasalack of enough plans that
couldprovide this data consistently. In the repoeceived by STRS, the benchmark provider highlights

the increasing trend of pension plans to provide this information and presents initial qualitative results
including percentile transaction costs by asset class and transaction costs as a percepuaghades

and sales. STRS transaction cost data is not included in the paper.

Recommendations for Improvement

R3.2.2.1 Amend tables within the Semiannual Broker Evaluation and Associated Policies report to
the Board to includeidentification of women and minority owned brokers, where
applicable.

R3.2.2.2 On an annual basis, place results of third party (Virtu) TCA trade cost analysis, with
accompanying STRS commentary, into an appendix of Semiannual Broker Evaluation and
Associated Policies report.
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3.2.3 Performance Measurement

Evaluate the process used to determine and measure investment performénckiding how
performance data is collected and verifjexhd selection of appropriate benchmarks.

Expectations

Thereshould be performance benchmarks appropriate to each asset class or strategy and for the total
fund. Performance should be monitored regularly at the asset class, strategy and total fund level by both
the board and the staff. The staff should also regylanonitor performance at the individual manager
level.

Performance Measurement Standards of Comparison and Findings

Performance Measuremen$tandards of Comparison Findings
There are appropriate performance benchmarks for every portfallether Yes
internal or external.
There are appropriate performance benchmarks for all asset classes. Yes
There are appropriate performance benchmarks for the entire fund that b Partial

benchmark return relative to the market and return relative to liabiitie

Where there are aspirational benchmarks (i.e., a benchmark which is Not applicable
unrelated to the asset class such as S&P + some percentage used for pr
equity), there should be some basis for understanding if the fund can, or
achieved that benchnté over a market cycle.

Benchmarks should be explicitly approved by board. Yes

Conclusions

The benchmark development process for the asset portfolio, the calculation of performance results and
the presentation of performance results the STR8oard is at leading practice level. In particular, the

early adoption of GIPS standards and the use@¥ # verify performance calculationand reportingin
compliance with these standards for asset ownera Isading practice The Callan benchmark review
documentation and the Board approval of these benchmarks in Januafyi288 example of leading

practice inthe areaof benchmark development at thesset class and Plan lev€lallan reviewed each of

the major asset classes included in the STRS portfolio, discussed the pros and cons of the benchmark in
use and alternative benchmarks and recommended a going forward benchmark for each asset class and
the total plan A peer review of use of various asset class benchmarks was also included in this report.

Periodic review of benchmarks is a leading practice, and we suggest ongoing reviews such as this every 3

5 years at a minimumThe oneasset class benchmattkat was changeds a result of the reviewas the

private alternatives area. FAS experiencehi this area can be particularly difficuth benchmark

[/ FEtlyQa NBLER2NI LINRPPARSR (KS . 2derdiRnark posdii¢andNd? | RY | LJ
strong logic for the choices that were ultimately made.
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Consistent wittour comments in the 8P review section of this report, we did not find ongoing reporting

on the progress STRS is making against liability measures in the performance reporting, tinocebs

the periodic actuarial updates provided by the finance department and Cheiron tBabhedare helpful

in this regard. Given the inherent linkage between the investment performance of the plan and the

B NAR2dza | OQldz- NAIFf adGFGAadAOa YSFada2NAy3dI GKS LI FyQa
liability measures such as fued status and other relevant actuarial areas would be additive to helping
improve the Board understanding of the health of the pension.

Recommendations for Improvement

R3.2.3.1 Include a brief overview of the measures of the actuarial health of the Plan in the Callan
guarterly report. These could include estimates of funding status, time to close the funding
gap and other relevant togevel measures of actuarial health.

126
Funston Advisory Services LLC
















































































































































































































































































































































