Ohio Public Employees Retirement System

O PERS 277 East Town Street Columbus, Ohio 43215-4642  1-800-222-PERS (7377) www.opers.org

January 3, 2013

Ms. Bethany Rhodes

Executive Director

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

Dear Bethany:
Pursuant to R.C. 145.095, enclosed please find the 2012 annual Audit Committee Report of the
OPERS Retirement Board. This report summarizes internal audit activities and identifies actions

taken by the Audit Committee during the preceding year.

This report was reviewed with the OPERS Audit Committee at its meeting on December 18,
2012 and presented for approval by the full OPERS Board on December 19, 2012.

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

Sincerely,

K Lo A~

Karen Carraher
Executive Director



OPERS

Ohio Public Employees Retirement System

Audit Committee Annual Report

To: Ohio Retirement Study Council (ORSC)

Subject: OPERS Audit Committee Report- 2012

Date: January 2, 2013

The following report documents the activities of the OPERS Audit Committee and Internal Audit
Department for 2012. This summary outlines:

e Major Audit Reviews Completed (please see attached schedule)

e Audit Committee Meetings and Actions Taken

e 2013 Annual Audit Plan (priority review areas)

e Special Reviews Completed

Summary of OPERS Audit Committee Meetings and Actions

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

January 18, 2012- The Audit committee received an update from Clifton Gunderson on their
proposed merger with Larson Allen. In addition, the committee received an update on internal
audit staffing in light of year end staff departures.

The committee also received an informational audit consulting report on OPERS external
security.

March 14, 2012- The Audit committee, with its appointed committee chair and other returning
and newly appointed members, met for its first quarterly meeting of 2012. The committee
completed its biennial review of both the Audit Committee and Audit Department charters.



Changes to both charters were approved and recommended for consideration by the full OPERS
Board.

The committee received an update on internal audit staffing as well as long term succession
planning.

The commiittee received the regular quarterly status report of significant audit issues,
recommendations made and staff recommended actions to address these issues.

The committee also received an informational status of the Quality Assessment Review
recommendations, as well as the Annual Personal Trading Report review.

May 16, 2012 — The CliftonLarsonAllen auditors presented the results of the 2011
OPERS financial examination. In addition, management letter comments on internal controls
were presented and discussed with the audit committee.

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

The committee also received the Investment Due Diligence Benchmarking review completed by
the P2E consulting group.

June 20, 2012 — The ITCI audit consultant group presented results and recommendations of the
Investment Risk Assessment review.

The Audit committee received the Deloitte Incentive Compensation review and resulting
observations and considerations.

The committee received the quarterly status report of significant audit issues, recommendations
made and staff recommended actions to address these issues.

July 18, 2012- The Audit committee received an update on the proposed management actions
resulting from the ITCI Investment Risk Assessment review recommendations and observations.

October 3, 2012- The Audit committee reviewed and approved the proposed 2013 Audit Plan
and risk assessment. The committee also reviewed and discussed the proposed 2013 internal
audit operating budget and staffing. This departmental budget will be approved as part of the
OPERS overall annual budget process in December, 2012.

The committee received an additional brief update on the status of management actions taken
from the ITCI Investment Risk Assessment review.

The committee also received an update on the status of the Auditor of State Request For Proposal
for OPERS External Auditor for years 2012-2015. Subsequently, CliftonLarsonAllen was
appointed by the Auditor of State in November, 2012 to be OPERS auditors for the four year
2012-2015 reporting cycle.

In addition, the audit committee received the quarterly status report of significant audit issues,
recommendations made and staff recommended actions to address these issues.



December 18, 2012

The audit committee reviewed and approved the 2012 draft of the OPERS Audit Committee
Annual Report to ORSC. The committee also received an executive summary report of major
audit activities for the prior six months and update on the 2012 audit plan.

In addition, committee was advised on the annual disclosure of all fees paid to the external
auditor, in addition to receiving the quarterly status report of significant audit issues,
recommendations made and staff recommended actions to address these issues.

2013 Annual Audit Plan

The 2013 audit plan and risk assessment was reviewed and approved by the OPERS Audit
Committee at the October 3, 2012 meeting. The priority review areas are summarized on the
attached audit plan document.

Special Reviews
The following reviews were completed during 2012 with appropriate comments indicated.

The OPERS Board requested a comprehensive review and assessment of Investment Risk be
completed as a result of considerable changes occurring during the past couple years. These
changes included but were not limited to: newly hired Executive Director and the hiring of Chief
Investment Officer; changes in investment management and the audit group; new Board
consultants employed by OPERS Board and the resulting new asset allocation.

Additional internal reviews included discussions concerning the Investment program in light of
the monthly resetting of investment target benchmarks, presented by investment staff and
approved by the Board’s investment consultant.

In addition, Internal Audit staff continued participation in reviewing all Business Process
Redesign recommendations. This enterprise strategic initiative will continue with activities in the
Foundation Stage heading into 2013. Considerable member self-service applications are planned.
All appropriate matters will be reviewed with the Audit Committee, including key risk
recommendation monitoring throughout implementation.

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

Respectfully submitted:

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