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OP E;IKS Ohio Public Employees Retirement System

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

January 8, 2007

Mr. Aristotle Hutras

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

Dear Aris:
Pursuant to R.C. 145.095, enclosed please find the 2006 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.

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

Sincerely,

ﬁ Lo /@yﬂgl
Chris DeRose
Executive Director
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Ohio Public Employees Retirement System

Audit Committee Annual Report

To: Ohio Retirement Study Council (ORSC)

Subject: OPERS Audit Committee Report- 2006

Date: December 19, 2006

The following report documents the activities of the OPERS Audit Committee and Internal Audit
Department for 2006. This summary outlines:

¢ Major Audit Reviews Completed (please see attached schedule)

e Audit Committee Meetings and Actions Taken

e 2007 Annual Audit Plan (priority review areas)

e Special Reviews Completed

Summary of OPERS Audit Committee Meetings and Actions

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

March 15, 2006- The Audit Committee met and discussed the Investment Compliance
alignment considerations. The final audit evaluation and proposed recommendation will be
presented at the 3™ Quarter Audit Committee meeting. In addition, the Audit Committee Charter
was discussed as part of the biennial process. The committee also received the quarterly status
report of significant audit issues and recommendations.
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generally complies with the IIA’s International Standards for the Professional Practice of Internal
Auditing (highest ranking).

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

Respectfully submitted:

Grego zewski
OPERS Internal Audit Manager
(614)- 222-0080



OPERS INTERNAL AUDIT

2006 AupiTs COMPLETED
AUDIT AREA STATUS OF RECOMMENDATIONS SIGNIFICANT COMMENTS
Securities Lending Recommendations Implemented None
DB2 IT Technical Review Recommendations Implemented Level 1 risks (high and requiring immediate attention) were addressed with
appropriate resolution plan
Employer Billing No Recommendations Presented None
Assessment
Pension Tax Reporting Recommendations Implemented None
Pension Overpayment Recommendations Implemented Legislative initiative to clarify Ohio Code intent required
Review
Investment Compliance Recommendations Implemented Internal Audit reviewing organizational reporting alignment considerations
Real Estate Consultant Recommendations Implemented Formalize completion of all due diligence process steps
Real Estate Valuations No Recommendations Presented All valuations tested by 3™ party were reasonable

Communications Purchasing

Recommendations Implemented

Guidelines for documenting purchases were reviewed with appropriate
corrective action

TPG Private Equity Review

No Recommendations Presented

None

Brokers Commission Review

Recommendations Implemented

Investment staff will evaluate alternative execution analysis services for
fixed income analysis

Estimates Review Recommendations Implemented None
Investran Private Equity No Recommendations Presented None
Investment Incentive Comp | No Recommendations Presented None
Review

Eagle Conversion —- Phase 1

Recommendations Implemented

Investment accounting data steward responsibilities were clarified

Service Retirement Review

Recommendations Implemented

None

MedCo Pharmacy Claims Recommendations Implemented Next RFP Proposal will further refine PBM contractual requirements
Domestic Equities Recommendations Implemented None

Compliance

Capital Budgeting and Recommendation Implemented Review of cost reclassifications enhanced and Finance training provided to
Accounting management staff

PRISA Real Estate Review Recommendations Implemented Consultant and Investment staff will continue to pursue right to audit

clauses within contractual agreements of open ended commingled funds

Sarofim Real Estate Review

Recommendations Implemented

None

MCM Private Equity Review

Recommendations Implemented

Management fee calculations and contract provision were clarified

Linsalata Private Equity

No Recommendations Presented

None
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OPERS INTERNAL AUDIT

2006 Aupits COMPLETED
AUDIT AREA STATUS OF RECOMMENDATIONS SIGNIFICANT COMMENTS
Wellington External Recommendations Presented to None
Manager Review Management
Manager and Vendor Ethics | Review Ongoing Annual random confirmation of gifts to board and staff in progress
Confirmation Review
Personal Pre Approval Review Ongoing Per Approval Trading System to be introduced January, 2007

Trading System Process

External Quality Assurance
Review- Internal Audit

Recommendations Implemented

2007 Timeline for certain administrative and reporting recommendations
during initial transition period
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OPERS Internal Audit Plan
Detail on Critical Audit Priority Reviews - 2007

_Reporting Entity

~Audit Area(s)

Objective

_:<mm§m2m:. otal Fund

Investment Accounting, Reporting,
Reconciliations, Etc. - A Continuous
Audit Process

Review will amﬁo::_:m if investment accounting and ocmﬂoa_m: cmsx
databases are synchronized allowing the generation of accurate and
consistent internal reports on a daily/monthly basis for internally and
externally managed assets (and flag potential problem areas for
subsequent review/inquiry with investment accounting staff). In
addition, a review will focus on Eagle post implementation reporting
issues.

Investments/Total Fund

Investment Compliance (3)

These ongoing reviews will address investment policy compliance for
the asset classes as well as the organizational reporting changes
implemented during 2006-2007.

Finance- Accounting Payroll Follow up review of this area will examine payroli system reporting and
policy guidelines compliance, while reviewing payroll documentation.
Finance- Accounting Travel These ongoing periodic reviews determine board and staff compliance

with OPERS Travel policies and identifies any issues requiring further
review.

Finance- Contribution Reporting

Contribution Reporting- Employee,
Employer Billing, Accounting

Review will examine accounting, reconciliation controls and reporting
for the Savings System and the EASE Employers Reporting System.

Finance- Defined Contribution

DC Plan Review and DC System
Enhancements

Review will examine accounting controls and reporting for the DC plan
as well as planned system accounting and reporting enhancements.

Benefits Admin. - Member Benefits

TOPS Purchased Service Credit
Application and Transfers to Other
Systems

These system/operational reviews focus on validating the purchased
service credit calculations for all service credit types and ensure they
are consistent with Ohio Revised Code and transfers made to other
Ohio retirement systems.

Benefits Admin. - Refunds/Inactive
Accounts

Refunds and Savings System Data

Review of Member Refunds activity will be completed with audit
confirmations. In addition, internal processes directed at inactive
member account activity will be reviewed.

Benefits Admin. - Retirement Benefits

Mulitiple Beneficiaries ( House Bill
98), Survivor Benefits, and FAS

Projection Calculations

These system/operational reviews will ensure internal processes are
sound, and proper application controls are present to both process

changes and areas affected by recent legislation.

Page 2 of 3
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