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POLICY TYPE: ENDS

POLICY TITLE: PURPOSE

The purpose of the Board is to ensure statutorily defined current and long-term retirement
benefits, health care coverage, and related services for Ohio teachers and their beneficiaries.

The mission of STRS Ohio is to partner with our members in helping to build retirement
security.

The vision of STRS Ohio is to be a leading retirement system by providing comprehensive
retirement benefits and quality service to our members through exceptional financial
performance, ethical business practices and responsible resource management.

The guiding principles of STRS Ohio in order to achieve our mission and vision are:

1. Make decisions that produce the greatest sustainable benefits for our members.

2. To attract, develop and retain highly competent and motivated associates whohave
authority commensurate with their responsibilities.

3. To continually improve through research, development, evaluation and risk
management.

4. Build an organizational culture that fosters diversity and inclusion, and
inspires a high level of professionalism and performance.



POLICY TYPE: ENDS

POLICY TITLE: INVESTMENTS

The ends to be achieved regarding investments are as follows:

Not less than annually, the Board, with the assistance of its investment consultant and such
other persons as the Board may deem necessary, shall review and approve the Statement of
Investment Objectives and Policy, the Statement of Fund Governance and the Annual
Investment Plan. Said documents shall contain information requested by and be in a form
suitable to the Board.

The Statement of Investment Objectives and Policy may include, but is not limited to, the
following: asset mix and acceptable ranges; appropriate risk levels; return expectations;
derivative use; security valuation; and performance monitoring, as well as provide guidance for
proxy voting, Ohio investments, brokers-dealers, securities lending and securities litigation.

The Statement of Fund Governance may delineate investment decisions retained by the Board,
investment decisions delegated to the staff and Board oversight.

The Annual Investment Plan provides strategy for the upcoming fiscal year based on the
Board’s long-term objectives and the forecasted economic climate.

Not less than annually, the Board will review and approve the Performance-Based Incentive
Program for eligible investment associates. Consistent with Section 3307-1-05 of the Ohio
Administrative Code, the Board may interpret, amend, rescind and/or terminate the program
at any time, and must approve any material modifications to the program, including the
determination of program payouts and actual payouts.



POLICY TYPE: ENDS

POLICY TITLE: MEMBER BENEFITS

The ends to be achieved regarding member benefits are as follows:

Retirement Benefits

Subject to the Board Policy titled Funding, provide secure, comprehensive defined benefit
retirement plan. Provide retirement plan choices for members by offering a defined
contribution and combined plan that allow for a plan reselection period by the fifth year of
membership.

Each year, the Board will review the STRS Ohio retirement benefits in comparison to the
non-Social Security statewide public retirement systems that include teachers.

Optional Programs
Periodically review the optional programs provided by STRS Ohio. These optional programs
currently include health care, dental care, vision care and long-term care.

Services

Support staff in providing quality customer service in administering benefits in a cost-
effective manner while striving to educate members about their benefits and enabling them to
make informed decisions about their choices regarding retirement and optional programs. The
delivery of quality customer service and its costs will be measured through the CEM survey,
member surveys and the associate performance management program or equivalent
mechanisms.



POLICY TYPE: ENDS

POLICY TITLE: FUNDING

The ends to be achieved regarding funding are as follows:

The purpose of the policy is to state the Board’s objectives for funding and to lay out clear
criteria for making decisions regarding changes to funding and benefits, as well as when those
changes should be considered by the Board.

The goal is to safeguard members’ benefits in the long term.

The funding philosophy and objectives shall establish the framework and specific objectives to
monitor the Retirement System’s funding status with an intent to preserve the financial
improvements realized by the passage of pension reform legislation in 2012 — Sub. S.B. 342 of
the 129t General Assembly.

This statement sets forth policy and describes the organization and division of responsibilities
to prudently implement the funding philosophy and objectives in accordance with Sections
3307.51 and 3307.512 of the Ohio Revised Code (“Revised Code” or “R.C.”) and promotes
effective communication between the Board and staff.

Funding objectives shall include:
e 100% funding
o At 85% or greater, the Board may consider plan changes that in the determination of
the Board’s actuary do not materially impair the fiscal integrity of the system.
e Manage the risk of unanticipated benefit changes
e Intergenerational equity, to the extent consistent with other funding objectives
e Transparency and accountability

Elements of a funding policy shall include:

e Actuarial Cost Method: entry age normal

o Asset Smoothing Method: 4-year smoothing of gains/losses in excess of assumed earnings,
with an actuarial value corridor of 91% to 109% of market value

¢ Funding Period Policy: a closed funding period, starting from 30 years as of 7/1/2015, with a
level percentage of payroll amortization of all UAAL

On an annual basis, an actuarial valuation of the pension assets, projected liabilities and
projected funding requirements of the Retirement System will be prepared by an actuary. Such
valuation study shall meet all requirements of Section 3307.51(A) of the Revised Code.

On an annual basis following the completion of the actuarial valuation, staff, working with an
actuary, will update the funding scorecard according to the criteria set forth in the Metrics to
Guide Funding Policy. Staff will update the Board of the resulting score. Should the overall
score, or any of the individual metrics, fall outside the range of advisory levels established by
the Metrics to Guide Funding Policy, the Board will either initiate action to mitigate this risk
or approve a written statement explaining why mitigation is not considered necessary, possible
or desirable at that time.



On an annual basis, to assist the Board’s interpretation of scorecard results and to facilitate
consideration of actions that may be necessary to meet funding objectives, STRS Ohio staff and
an actuary will prepare a sensitivity analysis detailing the projected impact of a range of
possible plan design changes.

At least once in every quinquennial period, an actuarial review shall be prepared by or under
the supervision of an actuary to update the actuarial assumptions used in the annual actuarial
valuation study. Such review shall comply with the requirements set forth in Section
3307.51(B) of the Revised Code. The review will include demographic factors, such as the
mortality, service and other experience of the members, retirees and beneficiaries, as well as
the economic experience of the Retirement System.

At intervals determined by the Board, an actuarial study shall be prepared to assess the
negative financial impact, if any, on the defined benefit plan resulting from participation of
members in the defined contribution plan. Such review shall comply with the requirements of
Section 3307.84 of the Revised Code.

As necessary, an analysis shall be prepared under the supervision of an actuary of any
introduced legislation expected to have a measurable financial impact on the Retirement
System. Such review shall comply with the requirements of Section 3307.51(D) of the Revised
Code.



POLICY TYPE: ENDS

POLICY TITLE: HEALTH CARE PLAN

The ends to be achieved regarding the health care plan are as follows:

The purpose of the policy is to state the Board’s objectives for the health care plan and to lay
out clear criteria for making decisions regarding changes to plan design as well as when
those changes should be considered by the Board.

The goal is to provide a sustainable long-term health care program and make plan design
adjustments as conditions allow or are necessary.

Ohio law authorizes the Board to offer a health care plan. STRS Ohio provides access to
health care coverage to eligible retirees who participated in the Defined Benefit or Combined
Plans and their eligible dependents. The Board has discretionary authority over how much,
if any, of the associated health care costs will be absorbed by the plan.

This statement sets forth policy and describes the organization and division of
responsibilities to prudently implement the health care plan management policy and
objectives in accordance with Section 3307.39 of the Revised Code and promotes effective
communication between the Board and staff.

Health care objectives shall include (in priority order):

¢ To maintain an estimated 50% chance that the plan will remain solvent for 60 or more
years, to promote intergenerational equity;

e To the extent consistent with the first objective, to provide a baseline of up to 6%
inflation-protection for the Medicare subsidy;

e To the extent consistent with the first two objectives, to share gains and losses
between the pre-Medicare and the Medicare groups and

e To administer and communicate the plan in a transparent and objective manner

Elements of a health care plan management policy include:

e Actuarial Cost Method: entry age normal

e Asset Valuation Method: fair value of assets

¢ Funding Period Policy (if applicable): A closed funding period, starting from 30 years as
of 7/1/2015, with a level percentage of payroll amortization of all unfunded health care
actuarial liabilities

On an annual basis, an actuarial valuation of the health care assets, projected health care
liabilities and unfunded (overfunded) projected health care liabilities of the Retirement
System will be prepared by an actuary.



On an annual basis following the completion of the health care actuarial valuation, staff,
working with an actuary, will update the health care scorecard according to the criteria set
forth in the Metrics to Guide Health Care Plan Management Policy. Staff will update the
Board of the resulting score. Should the overall score fall outside of the advisory range
established by the Metrics to Guide Health Care Plan Management Policy, the Board will
Initiate action to mitigate this risk or approve a written statement explaining why mitigation
is not considered necessary, possible or desirable at that time.

To assist the Board’s interpretation of scorecard results and to facilitate consideration of
Board actions, staff will prepare, as requested or based on the overall score, a sensitivity
analysis detailing the projected impact of a range of possible plan design changes.

On an annual basis, STRS Ohio will complete and submit an accounting of the health care
plan in accordance with the requirements of Section 3307.51 (E) of the Revised Code. This
annual submission will include the health care assets and financial liabilities as reported for
financial statement purposes for the most recent fiscal year as well as a six-year history of
health care revenues and expenses.

At least once in every quinquennial period, an actuarial review shall be prepared by or under
the supervision of an actuary to update the actuarial assumptions used in the annual health
care valuation study. Such review shall comply with the requirements set forth in Section
3307.51 (B) of the Revised Code. The review will include demographic factors, such as the
mortality, service and other experience of the members, retirees and beneficiaries, as well as
the economic experience of the Retirement System.



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: GOVERNING STYLE

The Board will utilize the Policy Governance Model as its guide.
In this spirit, the Board will:

A. Focus chiefly on intended long-term impacts on members and benefit recipients (Ends),
not on the administrative or programmatic means of attaining those effects.

B. Direct, control and inspire the Retirement System through careful establishment of the
broadest organizational values and perspectives (policies).

C. Enforce upon itself and its members whatever discipline is needed to govern with
excellence. Discipline will apply to matters such as attendance, policy-making
principles, respect of clarified roles, speaking with one voice, and self-policing any
tendency to stray from governance adopted in these Board policies (“Board Policies”).

D. Be accountable to members and benefit recipients for competent, conscientiousand
effective accomplishment of its obligations as a public trust. It will allow no officer,
individual or committee of the Board to usurp this role or hinder this commitment.

E. Monitor and regularly discuss the Board’s own process and performance. Ensure the
continuity of its governance capability by retraining and redevelopment.

F. Be an initiator of policy, not merely a reactor to staff initiatives. The Board, not the
staff, will be responsible for Board performance.

The members of the Board are dedicated to promoting and protecting the benefits and general
well-being of all members of the Retirement System and to that end, adhere to the following
guiding principles:

Members of the Board will:

A. Honor and support the values, vision and mission of STRS Ohio.

B. Deliberate in a proactive manner in order to anticipate and prepare for change and
growth.

C. Encourage and respect diversity of opinions during deliberations, but speak withone

voice once decisions are made.
D. Ensure that STRS Ohio initiatives are charted through collective Board action.

E. Conduct their business in a courteous manner toward fellow Board members, STRS
Ohio members and staff.

F. Adhere to the distinction between Board and staff roles.
8



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD MEMBER EDUCATION

A. Section 3307.15 of the Revised Code mandates that the Board and other fiduciaries of
the fund will discharge their duties with care, skill, prudence and diligence under the
circumstances then prevailing that a prudent person acting in a like capacity and
familiar with such matters would use in the conduct of an enterprise of a like character
and with like aims.

1. Both continuing education in the topics vital for pension trustees and
participation in state and national pension organizations are essential to
successfully carrying out these fiduciary duties.

2. Each Board member has an ongoing obligation to make every effort to attend and
participate in the Board's meetings with its policy and investment advisors; and
to represent the Retirement System in such national and state organizations as
the Board determines are beneficial to the Retirement System’s participants’ and
beneficiaries’ interests.

3. Each Board member shall select such methods of continuing education as will
best enable him or her to acquire the information and skills needed. However,
each Board member also has the responsibility to ensure that the expenses
incurred are both reasonable and necessary, and that attendance at meetings
does not compromise the integrity of the Retirement System or further a personal
financial gain.

4, Each Board member attending a conference or meeting shall make a report to the
Board at a subsequent Board meeting.

B. The Board shall identify subjects for continuing education and the information needed

in those subjects. In general, the topics Board members need to be knowledgeable about
include, but are not limited to, the following substantive areas.

1.

2.

Obligations and responsibilities of Board members.

Legal framework of the Retirement System.

Operation and administrative practices of the Retirement System.
Benefits provided by the Retirement System.

Health care program provided by the Retirement System.
Financing of the Retirement System:

a. General knowledge of financial markets and economics.

b. Public and corporate finance.

9



c. Macroeconomic trends affecting assets and liabilities.

d. Relationship between assets and liabilities.
e. Estimated total fund return and costs of achieving said return.
f. Asset allocation, including:

1. Asset class-specific assumptions and management.
1. Comparative costs of different ways of managing same asset mix.
111. Comparative costs of other investment approaches.
iv. Comparison of returns and costs to benchmarks.
v. Selection of appropriate benchmarks.
7. Development and oversight of investment policy.
8. Risk management within the Retirement System.

Continuing Education

Each member of the Board may, and any member of the Board who has served a year or
longer as a Board member shall, not less than twice each calendar year, attend one or
more programs that are part of the continuing education component of the Retirement

Board Member Education Program established under Section 171.50 of the Revised
Code. Subject matter shall include: Board member duties and responsibilities;

retirement system member benefits and health care management; ethics; governance

processes and procedures; actuarial soundness; investments; and any other subject
matter the Board believes is reasonably related to the duties of a board member. All
program sessions, classes and other events shall be held in Ohio.

1. STRS Ohio shall track the continuing education sessions each Board member
attends on a calendar-year basis.

2. Continuing education programs may include educational presentations at

regularly scheduled Board meetings, and any other presentation or class or event

held in the state of Ohio that the Executive Director and STRS Ohio General

Counsel determine meets the requirements of Section 171.50, R.C. To be counted
as a continuing education program, a presentation must be at least 30 minutes

long.

3. When a presentation before the Board has been approved as a continuing
education session, the Board agenda shall include a notation that the
presentation is an educational component in furtherance of the continuing
education requirements of Sections 171.50 and 3307.0510f the Revised Code.

10



4, When a continuing education presentation is conducted at STRS Ohio, other than
a presentation conducted as part of a regular Board meeting, STRS Ohio shall
have an attendance sheet for board members in attendance to sign. STRS Ohio
shall provide copies of the signed attendance sheets to each retirement system
represented by a board member at the presentation.

New Board member orientation:

Effective orientation of a new Board member is essential to the Board's ability to
maintain integrity of the system and fulfill the fiduciary duties of managing such a
system. The Board has responsibility for ascertaining the requisite skills and knowledge
of a newly elected/appointed Board member and facilitating the member's development
as an independent fiduciary. New member orientation to the Retirement System will be
arranged by the Retirement Board Liaison and conducted by the Executive Director and
appropriate staff. To that end, the Board will conduct an annual review of key Board
1ssues and policies.

In addition, one member of the Board will be designated by the Chair as lead mentor to
a new member for a period of one year.

Also, each newly elected member of the Board and each individual appointed to fill a
vacancy on the Board shall, not later than 90 days after commencing service as a Board
member, complete the orientation program component of the Retirement Board Member
Education Program established under Section 171.50 of the Revised Code, and may be
in the form of a live or recorded presentation.

Not less than every three years the systems will jointly review the recorded
presentations to determine whether the information remains current.

When the orientation component is a live session/presentation, the Board members who
attend will sign in.

When the orientation component is recorded, new Board members will be provided with
copies of the recordings and a sign-off sheet. After a new Board member has viewed a
presentation, the Board member will sign and date the signature line for that
presentation.

Cooperative and video presentations:
It is the policy of the Board to encourage cooperative planning and presentation of
training activities with the other Ohio public retirement systems and to use local

training resources as appropriate and to expand the use of video-conferences where
suitable and cost effective.

11



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD MEMBER TRAVEL AND EXPENSES

A. Travel:

1. Except as otherwise provided in these Board Policies, a Board member attending
an event or meeting related to STRS Ohio business shall be reimbursed by the
Retirement System for incurred expenses in accordance with the STRS Ohio
Travel and Expense Policy For Associates and STRS Ohio Travel and Expense
Procedures For Associates.

2. Board members are permitted to attend up to three out-of-state meetings per
calendar year, as long as said meetings do not have a total cost to STRS Ohio in
excess of $6,000, to: participate in conferences, seminars or programs for
continuing education; represent the Retirement System in the organizations to
which it belongs; or attend meetings with the Board’s investment advisors and
consultants and meetings to oversee investment assets and properties as herein
provided.

3. Except to the extent authorized or directed otherwise by a majority vote of the
Board members present and voting, a maximum of three members will be
reimbursed for travel expenses unrelated to a Board meeting incurred to attend
any one conference or meeting.

4, Out-of-state travel shall be subject to approval in advance by a majority vote of
the Board members present and voting at a regular Board meeting.

5. Each member shall submit a conference evaluation form completed online or on
paper as a part of any request for reimbursement of travel expenses. Further,
Board members attending a conference or meeting shall make a report to the
Board at a following Board meeting.

6. Any costs incurred by any person or persons traveling with a Board member are
to be paid by the Board member.

B. Miscellaneous expenses:
Reimbursement may be allowed for small group meal expenses or transportation shared
with others who have a relationship to the Retirement System when incurred during or
incidental to conducting the business of the Retirement System.

C. Ineligible expenses:

A Board member shall reimburse the Retirement System for expenses not eligible for
reimbursement under this rule.

12



Prohibitions:

A Board member may not accept any payment or reimbursement except from STRS
Ohio for travel related to STRS Ohio business, including lodging, meals,

food or beverages.

Board action:

Exceptions to this Board Policy and limits herein established will require a majority
vote of the Board members present and voting.

Audits:
Compliance with the requirements of this Board Policy will be monitored by STRS

Ohio’s Internal Audit Department in accordance with that department’s Annual
Internal Audit Plan.

13



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD JOB DESCRIPTION

The Board shall:

A. Serve as trustees of the funds created by Section 3307.14 of the Revised Code and
discharge their duties solely in the interest of the Retirement System’s participants and
beneficiaries.

B. Serve as the link between the Retirement System and its members and benefit
recipients.

C. Maintain written Board Policies that, at the broadest levels, address:

1. Ends: Retirement System products, impacts, benefits and outcomes (what good
for which needs at what cost).

2. Executive Director Limitations: Constraints on executive authority that establish
the prudence and ethics boundaries within which lies the acceptable arena of
executive activity, decisions and organizational circumstances.

3. Governance Process: Specification of how the Board conceives, carries out and
monitors its own task.

4. Board-Executive Director Relationship: How power is delegated and its proper
use monitored.

D. Monitor Executive Director performance.
Included in the appendix is a Position Description for State Teachers Retirement Board
Members that specifically addresses the following areas: Terms, Restrictions, Compensation,

Principal Duties, Fiduciary Duty and Conduct, Time Requirement, Education Requirements
and Required Reporting.

14



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD ATTENDANCE

Board attendance shall be taken whenever a meeting of the Board is convened. Any Board
member not able to be present may submit a request to be excused to the Chair. A request tobe
excused shall be moved and voted on by the Board. This policy corresponds to Section 3307.06,
R.C., which states in part, ... if such a member fails to attend the meetings of the board for
four months or longer, without being excused, the member’s position on the board shall be
considered vacant, and a successor member shall be elected, ....”

15



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: REMOTE BOARD MEETING ATTENDANCE

This Policy outlines the procedures and internal requirements for Board members to remotely
attend regularly scheduled board meetings in accordance with Section 3307.091 of the Ohio
Revised Code. Notwithstanding the foregoing, if an executive order, mandate, or other
regulatory action permits board meetings to be held remotely, then that mandate will take
precedence over this internal Policy.

For purposes of this Policy, “emergency” means unexpected situations affecting a Board
member’s or his/her family’s health, wellness, or safety. Examples of emergency situations
include, but are not limited to, illness, inclement weather, bereavement, and birth of a child.
The Chair, in his or her sole discretion, shall determine if the Board member’s absence is due
to an “emergency.”

A. Board Member Participation Requirements.

1. Each member must, at a minimum, attend at least one-half of the regularly
scheduled meetings in person at the designated public location during the
Board’s calendar year, which starts Sept. 1 and ends Aug. 31. For clarity, if
the Board schedules ten regularly scheduled meetings during its calendar
year, each board member must attend at least five meetings in person.

2. For each regular board meeting, at least one-third of the board members
attending must attend in person at the designated public meeting location.

3. Unless an emergency exists, board members must seek approval from the
Chair at least forty-eight hours in advance of attending a meeting remotely.
The Chair shall provide staff with a list of board members approved to attend
remotely prior to the meeting.

4. Remote participation will be determined on a first-come-first-serve basis.
However, if an emergency exists affecting another board member or
members, a board member tentatively scheduled to attend remotely may be
required to attend in person.

B. Remote Meeting Conduct.

—

All votes must be taken by roll call.

2. Board members attending remotely pursuant to this Policy are considered
present, may vote, and are counted for quorum purposes.

3. The Board will ensure that the public can hear and observe (if the
Retirement System’s technology permits) all discussions and deliberations of
all board members, whether attending in person or remotely.

4. Except as provided in this Policy, no person shall impose additional limits or

obligations on the board or any of its members regarding remote attendance.

16



POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: OFFICERS, TERM OF OFFICE, DUTIES

Organization — In June of each year, the Board will elect a Vice Chair, whose term will begin
on Sept. 1. This Board member will then rotate into the position of Chair the following
September.

Terms of Office — Terms of office for the Chair and Vice Chair shall be for one year from
Sept. 1 of one year through Aug. 31 of the subsequent year.

Eligibility for Office — To be eligible for election to the position of Vice Chair, a Board
member must have served at least one full year as a member of the Board before taking office
and have at least two years remaining in his or her term. In addition, the Board member must
be serving in an elected position on the Board.

Procedure for Electing Officers — Nominations will be taken from the floor for the position
of Vice Chair. Upon the close of nominations, a voice vote will be taken. The winner must have
a majority of the votes cast. Successive votes will be taken until one nominee receives a
majority of the votes cast. The nominee receiving the lowest number of votes will be dropped
from the list of nominees.

Duties of the Chair — The duty of the Chair is, primarily, to ensure the integrity of the
Board’s process and, secondarily, occasional representation of the Board. The Chair is the only
Board member authorized to speak for the Board, unless an exception is granted by a majority
vote of the Board members present and voting.

A. The Chair shall utilize his or her best efforts to see that the Board operates consistently
with applicable federal and state law, including the Ohio Revised Code and the Ohio
Administrative Code, applicable legal precedent, and Board Policies. On matters of
parliamentary procedure, when not governed by any of the foregoing, the rules
contained in the current edition of Robert’s Rules of Order Newly Revised will govern
when applicable.

1. Meeting discussion content will be only those issues that, according to Board
Policies, clearly belong to the Board to decide, not the Executive Director.

2. Deliberation will be timely, fair, orderly and thorough.

B. The authority of the Chair consists only of making decisions on behalf of the Boardthat
fall within and are consistent with Board Policies.

1. The Chair i1s empowered to chair Board meetings with all the commonly accepted
power of that position (e.g., ruling, recognizing, etc.).

2. The Chair will welcome input from fellow Board members regarding the Board’s
agenda for each meeting.

3. The Chair has no authority to make decisions beyond Board Policies within Ends
and Executive Director Limitations policy areas. Therefore, the Chair has no
authority to supervise or direct the Executive Director.
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4, The Chair shall approve requests to attend a board meeting remotely on a first-come-first-serve
basis. The Chair, or his/her designee, will keep track of attendance requests for each meeting.
Remote attendance requests will only be rejected by the Chair to avoid noncompliance with the
Revised Code and with the Remote Board Meeting Attendance Policy. The Chair may not
impose additional requirements on remote attendance.

5. The Chair may also:

a.

Convene meetings of the Board, or any part thereof, as prescribed in
Section 3307.10 of the Revised Code.

When required, certify any actions taken by the Board.

Co-sign instruments for all disbursements authorized under Chapter
3307 of the Revised Code, and issued by the Treasurer of State.

Name Board members to committees and the Disability Review Panel and
appoint the chair of each committee/panel.

Establish ad hoc committees as needed. The composition of such
committees will be determined by the Chair.

Appoint Board liaisons to work with appropriate staff in reviewing topics
for possible presentation and/or action by the Board covering the following
areas: elections, finance (actuarial), information technology, member
benefits — pension benefits and health care.

Ensure appropriate procedures are followed at all Board meetings.

— Make certain that a quorum of the Board or committee is present
before calling the meeting to order. A majority of the seated members
of the Board or committee constitute a quorum for the transaction of
any business.

— Motions carry with a majority vote of the members of the Board or
committee present and voting.

Coordinate the evaluation of the Executive Director.

Exercise all other duties authorized by majority vote of the Board
members present and voting that are necessary and appropriate for the
Board to fulfill its duties and responsibilities under Chapter 3307 of the
Revised Code.

Duties of the Vice Chair — The duties of the Vice Chair are to (1) act as temporary chair in
the absence of the regular chair; and (2) develop and/or update, in consultation with the Board,
a long-term plan to be followed during the year he or she serves as chair of the Board. The Vice
Chair or designee will also develop and/or update the evaluation instrument to be used in
conducting the Board’s self-evaluation and the methodology to be used in administering the
evaluation and reporting the results.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: COMMITTEE PRINCIPLES

The Board may establish committees to help carry out its responsibilities. Committees will be
used so as to minimally interfere with the wholeness of the Board’s job, and so as never to
interfere with delegation from Board to Executive Director.

A. Board committees may speak or act for the Board when formally given such authority
for specific and time-limited purposes. Expectations and authority will be carefully
stated to not conflict with authority delegated to the Executive Director.

B. Board committees are to help the Board do its job. Committees ordinarily will assistthe
Board by preparing policy alternatives and implications for Board deliberation. Board
committees are not to be created by the Board to advise staff.

C. Board committees are to avoid over-identification with parts of the Retirement System
rather than the whole. Therefore, a Board committee that has helped the Board create
policy on some topic will not be used to monitor organizational performance on that
same subject.

D. Board committees cannot exercise authority over associates. In keeping with the Board’s
broader focus, Board committees normally will not have direct dealings with current
staff operations. Because the Executive Director works for the full Board, he or she will
not be required to obtain approval of a Board committee before an executive action.

E. Committee work can take place when a quorum of the committee is present. All
members of the Board shall be notified as to the time and place of all committee
meetings. Board members may attend any committee meetings regardless of whether or
not they are a member of the committee. However, only committee members may vote
on any actions before the committee.

F. Each committee meeting agenda is set by the committee chair in conjunction with
appropriate staff.

G. Committees or their designees may conduct such investigations, research or special
projects as may be directed by the Board from time to time by majority vote of the Board
members present and voting.

H. The Board may assume any responsibility delegated to a committee.

I Committee meetings may be held in accordance with the Remote Board Meeting Attendance
Policy, provided they are held in conjunction with a regularly scheduled Board Meeting.
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Board committees and composition under this policy are as follows:

Committee

Composition

Audit

One retired member, one contributing member and one
appointed member

Final Average Salary

Two retired or contributing members of the Board, which
may rotate from month to month, and the Board Chair or
Vice Chair substituting for the Chair

Health Care

Five members of the Board

Investment

Four investment experts and Board Chair

Staff Compensation and
Benefits

Five members of the Board
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: COMMITTEE CHARTERS

Committees established by the Board shall operate pursuant to a charter adopted by the
Board. Charters approved by the Board are as follows:

A. Audit Committee

B Final Average Salary Committee
C. Health Care Committee

D Investment Committee

E. Staff Compensation and Benefits Committee
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: AUDIT COMMITTEE CHARTER

Purpose

The purpose of the Audit Committee is to ensure, through the internal auditor and the
independent public accountant, that the records of STRS Ohio properly reflect the transactions
and conditions of the Retirement System in accordance with the laws of the State of Ohio, and
are consistent with Board Policies.

Function

The Internal Audit Department reports directly to the Audit Committee and administratively
to the Executive Director. The Audit Committee will normally meet with the Executive
Director, Deputy Executive Director — Finance and the Chief Audit Executive in exercising its
responsibilities. However, the internal auditor or the independent public accountant may
request to meet privately with the Audit Committee, to the extent permitted by law, if there
are material weaknesses involving the office of the Executive Director or any other part of the
organization, or if the Executive Director has failed to respond to recommendations of either
the internal auditor or the independent public accountant. The work of the Audit Committee
may be confidential to the extent allowed by law.

Authority

The Audit Committee has the authority to conduct or authorize investigations into any matters
within its scope of responsibility. This includes the authority to retain independent counsel,
accountants or other specialists to advise the committee or assist in the conduct of an
Investigation.

Responsibilities

The responsibilities of the Audit Committee are:

. Meet as circumstances require, but at least twice annually, typically in May and
December, or at any time the internal auditor or independent public accountant feels it
1s necessary.

. Review the audit plans of the internal auditor and independent public accountant with
specific inquiry as to the extent to which planned audit scope can be relied on to detect
any weakness in the internal controls. This review shall include the annual risk
assessment included in the Annual Internal Audit Plan.

. Review the quarterly and year-end internal audit summaries of findings and
recommendations; ensure all quarterly and year-end internal audit summaries are
provided to all Board members and immediate reporting of any critical issues toall
Board members in the interim. Ensure there are no unjustified restrictions or
limitations on the functioning of the Internal Audit Department.
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. Receive and review all internal audit reports and subsequent managementresponses.
Ensure appropriate action is taken on audit findings.

. Appoint and provide oversight feedback on the performance evaluation of the internal
auditor. In addition, the committee will review all performance evaluations and/or
disciplinary actions as suggested for the internal audit position.

o Meet with the independent public accountant to review examination results. Review
significant accounting and reporting issues, including complex or unusual transactions,
and recent and regulatory pronouncements and understand their impact on the
financial statements. Ensure appropriate action is taken on audit findings.

. Review the performance of the independent public accountants, and exercise final
approval on the appointment, retention or discharge of the auditors.

. Maintain a strong understanding of risk management, internal controls and the role of
the independent public accountants.

. Report committee activities, issues and related recommendations to the full Board
following each committee meeting.

. Submit an annual report of its actions to the Ohio Retirement Study Council in
accordance with Section 3307.044 of the Revised Code.

Post-Audit Review

. Ask the independent public accountant about the greatest concerns and whether the
accountant believes anything should be discussed with the committee that has not been
raised or covered elsewhere.

° Discuss with the Executive Director, General Counsel and the independent public
accountant the substance of any significant issues raised by counsel concerning
litigation, contingencies, claims or assessments.

. Inquire whether any difficulties were encountered in obtaining the management
representation letter or any specific representations therein.

. Consider whether the independent public accountant should meet with the entire Board
to discuss any matters relative to the financial statements and to answer any questions
other Board members may have.

. Discuss with the internal auditor any significant audit findings and recommendations.

Particular emphasis should be placed on any identified weaknesses in internal control
and the appropriate corrective action required.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: FINAL AVERAGE SALARY COMMITTEE CHARTER

Purpose

The purpose of the Final Average Salary Committee is to consider and make recommendations
to the full Board on matters related to final average salaries of retiring members.

Function
The Final Average Salary Committee will meet with the Deputy Executive Director — Finance

or designee and Deputy Executive Director — Member Benefits or designee as needed to hear
appeals of retiring members regarding final average salaries.

Responsibilities
The responsibilities of the Final Average Salary Committee shall be limited to the following:

o Develop procedures for appeals of compensation excluded from final average salary
pursuant to Section 3307.501, Revised Code.

° Review materials and hear appeals of compensation excluded from final average salary
pursuant to Section 3307.501, Revised Code. Make recommendations to the full Board
for including additional compensation up to a maximum of $7,500.

° Advise on final average salary matters.

. Report its activities and make recommendations to the full Board.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: HEALTH CARE COMMITTEE CHARTER

Purpose

The purpose of the Health Care Committee is to consider and make recommendations to the
full Board on matters relating to the STRS Ohio comprehensive Health Care Program and the
STRS Ohio optional benefit plans.

Function
The Health Care Committee will meet as needed with the Executive Director and Deputy
Executive Director — Member Benefits in exercising its responsibilities. The committee will

make funding and plan design recommendations for retiree health care in keeping with the
STRS Ohio health care philosophy.

Responsibilities
The responsibilities of the Health Care Committee are limited to the following:

. Monitor the funding of the STRS Ohio Health Care Program to ensure the financial
stability of the program.

o Review the plan design and premium structure of the health care plans as well as staff’s
recommendations for plan design changes and premiums paid by retirees based on

health care costs and funding needs.

. Review the prescription drug programs and staff’'s recommendations for copayments
and plan design based on prescription drug costs and funding needs.

o Review staff’s recommendations for any adjustment in optional programs to ensure the
financial and independent stability of the plan.

. Review staff’s recommendations relating to the Ohio Administrative Code provisions
governing administration of the STRS Ohio Health Care Program.

. Review staff’s recommendations to the full Board regarding changes in employer
contributions to be credited to the Health Care Fund.

. Report its activities and make recommendations to the full Board following each
committee meeting.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: INVESTMENT COMMITTEE CHARTER

Purpose

The purpose of the Investment Committee is to ensure that the investment assets of STRS
Ohio are effectively managed in accordance with the laws of the State of Ohio and the
Statement of Investment Objectives and Policy and the Statement of Fund Governance adopted
by the Board.

Function
The Investment Committee will meet as needed with the Executive Director, Deputy Executive
Director — Investments, and such other STRS Ohio associates as are appropriate. In addition,

the Board’s investment consultants and actuary will report to the committee as needed to
provide investment expertise to enable the committee to perform its responsibilities.

Responsibilities

. Review the current Statement of Investment Objectives and Policy and the Statement of
Fund Governance and recommend changes to the Board.

. Review the annual investment plan prepared by the staff. As conditions warrant, revise
the annual investment plan as the year progresses.

o Monitor the monthly investment activity and review transactions as executed by the
staff.
° Review the overall performance return for the assets to determine whether it meets the

benchmarks established by the Board.
. Review various documents or lists prescribed in the Statement of Investment Objectives
and Policy including, but not limited to, the broker evaluation, derivative exposure,

proxy voting policy and real estate transactions.

. Meet at least annually with the investment consultants for a general educational
seminar on investment topics.

. Report its activities and make recommendations to the full Board following each
committee meeting.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: STAFF COMPENSATION AND BENEFITS COMMITTEE CHARTER

Purpose

The purpose of the Staff Compensation and Benefits Committee is to provide counsel to the
Executive Director regarding staff compensation, and the nature and scope of staff benefits
that should be provided.

Function

The Staff Compensation and Benefits Committee normally will meet as needed with the
Executive Director and appropriate staff in exercising its responsibilities.

Responsibilities

The responsibilities of the Staff Compensation and Benefits Committee are limited to the
following:

. Review the salary structure and benefits provided by STRS Ohio, compare them with
the competitive marketplace and recommend modifications where deemed appropriate.

. Review the employment practices of STRS Ohio, including the Performance-Based
Incentive Program for eligible investment associates, and suggest modifications where
deemed appropriate.

. Report its activities and make recommendations to the full Board following each
committee meeting.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: RETIREMENT BOARD ELECTIONS

The Board should ensure that elections for Board seats are conducted in accordance with the
laws of the State of Ohio, including Sections 3307.07 through 3307.075 of the Revised Code,
and Board Policies.

The responsibilities of the Retirement Board, or its designee, are limited to the following:

° Review the proposed schedule of election events and ensure that it complies with
applicable law and policies of the Board.

o Review the proposed biographical questionnaire and suggest any modifications deemed
appropriate.

. Confirm that candidates for the Board meet the nomination requirements.

o Review the proposed ballot and biographical information to be sent to the qualified
electors.

. Approve a Board of Tellers.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: ACTUARIAL SOUNDNESS

The Board, in conjunction with an actuary, shall protect the actuarial soundness of STRS Ohio
on a continuing and long-term basis.

The responsibilities of the Board shall be limited to the following:

. Review results of actuarial valuations, including those completed in accordance with
Revised Code Sections 3307.51-.511.

o Based on actuarial valuations, take actions necessary to preserve the actuarial funding
of STRS Ohio.
o Review experience studies prepared by an actuary. Make any necessary changes in

actuarial assumptions or contribution rates.
° Review actuarial effects of proposed benefit changes.
° Review the results of actuarial studies conducted pursuant to Revised Code Section

3307.84 and make any transfers the Board deems necessary as a result and are
permissible under that Section.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: PUBLIC PARTICIPATION AT BOARD MEETINGS

The Board serves as the link between the Retirement System and its members and benefit
recipients. Toward this end, all meetings of the Board are open to the public. Further, the
Board may set aside a portion of regular meetings for the purpose of public participation.

Anyone wishing to address the Board must personally sign up to speak on the day of the Board
meeting. Speakers who are not able to appear in person may submit a written version of their
statement to the Board.

For the Board to fulfill its obligation to complete the planned agenda in an effective and
efficient manner, a maximum of 15 speakers may be permitted at each Board meeting. The
period of public participation may be extended by the Board chair.

Individuals addressing the Board shall give their full name; years of service and membership
status if applicable; and, if representing an organization, the name of that group. Speakers
may not deliver another individual’s remarks. Each speaker is allotted three minutes. The
names of individuals and defamatory or abusive language shall not be used as part of a
complaint or concern being stated to the Board during public participation. Undue interruption
or other interference with the orderly conduct of Board business cannot be allowed. The Board
chair may terminate the speaker's address if, after being called to order, the speaker persists in
improper conduct or remarks.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD MEMBERS’ CODE OF CONDUCT

The Board expects of itself and its members ethical and businesslike conduct.

A.

Board members, as fiduciaries, shall discharge their duties solely in the interest of the
participants and beneficiaries for the exclusive purpose of providing benefits to
participants and their beneficiaries. Board members are responsible for preparing
themselves for Board work.

Board members must avoid any conflict of interest with respect to their fiduciary
responsibility.

1.

Board members must abide by the restrictions embodied in Chapter 3307 of the
Revised Code — including Sections 3307.15, 3307.151, 3307.153, 3307.18, and
3307.181 —, Ohio’s ethics laws and the State Teachers Retirement System Ethics
Policy, attached hereto as Appendix B.

Board members must not use their positions to obtain for themselves, or any
other person, employment within the Retirement System.

A Board member shall not be considered for employment with the Retirement
System, until he or she has not been a member of the Board for at least oneyear
prior to the date of such employment.

Board members may not attempt to exercise individual authority over the Retirement
System except as explicitly set forth in Board Policies.

1.

Board members’ interaction with the Executive Director or with associates must
recognize the lack of authority in any individual Board member or group of
Board members except as explicitly set forth herein.

Board members’ interaction with the public, press or other entities must

recognize the same limitation and the similar inability of any Board member or
Board members to speak for the Board except as explicitly set forth herein.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD MEMBER REMOVAL POLICY

Section 3307.061 of the Revised Code provides in pertinent part that the office of a contributing
member or retired teacher member of the State Teachers Retirement Board who is convicted of
or pleads guilty to a felony, a theft offense as defined in Section 2913.01, R.C. or a violation of
Sections 102.02, 102.03, 102.04, 2921.02, 2921.11, 2921.13, 2921.31, 2921.41, 2921.42, 2921.43
or 2921.44, R.C. shall be deemed vacant.
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POLICY TYPE: GOVERNANCE PROCESS

POLICY TITLE: BOARD SELF-EVALUATION

The Retirement Board will regularly evaluate its own performance, taking whatever action is
necessary to govern with excellence. Board performance will be assessed against the criteria
established in Governance Process policies and in Board-Executive Director Relationship
policies. At least annually the Board will review these policies.

A. The following policies will be monitored periodically.
1. Governing Style
2. Board Job Description
3. Delegation to the Executive Director
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POLICY TYPE: BOARD-EXECUTIVE DIRECTOR RELATIONSHIP

POLICY TITLE: DELEGATION TO THE EXECUTIVE DIRECTOR

Responsibility for the day-to-day operations and administration of the Retirement System is
delegated to the Executive Director, subject to the restrictions on such delegation set forth
herein or explicitly imposed by a majority vote of the Board members present and voting.

A. All Board authority delegated to associates is delegated through the Executive Director,
so that all authority and accountability of associates — as far as the Board is concerned
— 1s considered to be the authority and accountability of the Executive Director.

B. Ends policies direct the Executive Director to achieve certain results; Executive Director
Limitations policies constrain the Executive Director to act according to law and within
acceptable boundaries of prudence and ethics. The Executive Director is authorized to
establish all necessary operational procedures and administrative regulations, make all
decisions, take all actions and develop all activities as long as they are consistent with a
reasonable interpretation of Board Policies.

C. The Board may change its policies, thereby shifting the boundary between Board and
Executive Director domains. Consequently, the Board may change the latitude of choice
given to the Executive Director, but so long as any particular delegation is in place, the
Board and its members will respect and support the Executive Director’s choices. This
does not prevent the Board from obtaining information in the delegated areas.

D. No Board member or officer has authority over the Executive Director, except Board
committees working within the scope of their respective charters. Information may be
requested by these individuals or groups. However, if such request — in the Executive
Director’s judgment — requires a material amount of staff time or funds or is
disruptive, it may be refused.
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POLICY TYPE: BOARD-EXECUTIVE DIRECTOR RELATIONSHIP

POLICY TITLE: EXECUTIVE DIRECTOR’S JOB DESCRIPTION

As the Board’s single official link to the operating organization, the Executive Director is

accountable for all organizational performance and exercises all authority transmitted into the

organization by the Board.

The Executive Director’s job contributions can be stated as performance in these areas:

A. Organizational accomplishment of the provisions of Board Policies on Ends.

B. Organizational operation within the boundaries of prudence and ethics established by
sound business practices, the law in effect at that time or in Executive Director

Limitations herein.

C. Serving as Secretary to the Board and maintaining an accurate record of its proceedings
in accordance with law.
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POLICY TYPE: BOARD-EXECUTIVE DIRECTOR RELATIONSHIP

POLICY TITLE: EMPLOYMENT OF EXECUTIVE DIRECTOR

Employment of the Executive Director will be by the Board.

A.

In the selection of an Executive Director, the Board, or its designee, will make explicit
provisions for: (1) providing notice of the vacancy; (2) the process for screening
nominations or applications; and (3) the selection process.

Employment will be based on the Board’s judgment that a candidate’s experience,
knowledge, skill and character offer reasonable assurance of excellent performance.

The terms and conditions of employment of the Executive Director shall be set forth in a

contract approved by the Board. Modifications to said terms and conditions shall be
permitted only by a majority vote of the Board members present and voting.
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POLICY TYPE: BOARD-EXECUTIVE DIRECTOR RELATIONSHIP

POLICY TITLE: EXECUTIVE DIRECTOR EVALUATION

Evaluation of the Executive Director will be conducted by the Retirement Board. The Board, or
its designee, will develop the evaluation instrument to be used in conducting the Board’s
annual evaluation of the Executive Director and the methodology to be used in administering
the evaluation and reporting the results.
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POLICY TYPE: BOARD-EXECUTIVE DIRECTOR RELATIONSHIP

POLICY TITLE: MONITORING EXECUTIVE PERFORMANCE

Monitoring executive performance is synonymous with monitoring organizational performance
against Board Policies on Ends and on Executive Director Limitations. Any evaluation of
Executive Director performance, formal or informal, may be derived only from these
monitoring data.

A. The purpose of monitoring is to ensure organizational compliance with Board Policies.
Information that does not meet this purpose will not be considered to be monitoring.
Monitoring will be as automatic as possible, using a minimum of Board time so that
meetings can be used to create the future rather than to review the past.

B. A given policy may be monitored in one or more of three ways:

1. Internal report: Disclosure of compliance information to the Board from the
Executive Director.

2. External report: Discovery of compliance information by a disinterested, external
auditor, inspector or consultant who is selected by and reports directly to the
Board. Such reports must assess executive performance only against policies of
the Board, not those of the external party unless the Board has previously
indicated that party’s opinion to be the standard.

3. Direct Board inspection: Discovery of compliance information by the Board, a
committee of the Board or an individual Board member designated by the Board.

C. Upon majority vote of the Board members present and voting, any policy can be
monitored by any method at any time. For regular monitoring, however, each Ends and
Executive Director Limitations policy will be classified by the Board according to the
following frequency and method:
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Policy | Method | Responsibility | Frequency

Ends

Investments External Report Independent Annual
Consultant

Member Benefits Internal Report Executive Director Annual

Actuarial Condition External Report Actuary Annual

Executive Director Limitations

General Executive Internal Report Executive Director Annual

Constraints

Operational Financial | Internal Report Deputy Executive Annual

Planning Director — Finance

Operational Financial | Internal Report Deputy Executive Annual

Condition Director — Finance

Operational Asset Internal Report Executive Director Annual

Protection

Investment Asset Internal Report Executive Director Annual

Protection

Business Continuity Internal Executive Director Annual

Planning

Communication and Direct Board Board Annual

Counsel to the Board | Inspection

Emergency Executive | Internal Report Executive Director Annual

Succession

Succession Planning | Internal Report Director, Human Biennial
Resource Services

Compensation and Internal Report Director, Human Biennial

Benefits Resource Services

Staff Treatment Internal Director, Human Biennial
Resource Services

Associate Conduct Internal Executive Director Annual

In addition to the monitoring set forth in this policy, pursuant to Revised Code Section 171.04,
the Ohio Retirement Study Council at least every ten years shall conduct an actuarial review
and fiduciary performance audit of the Retirement System. (The last fiduciary performance
audit was performed in 2006 and the last actuarial audit was performed in FY 2008 and
reported in November 2009.)
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: OPERATIONAL FINANCIAL PLANNING

The Executive Director shall not less than annually provide the Board for its review, comment
and approval proposed operating and capital budgets for the Retirement System. Budgeting for
any fiscal period or the remaining part of any fiscal period shall not deviate materially from
Board Ends priorities, risk fiscal jeopardy, or fail to show a generally acceptable level of
foresight.

Accordingly, the Executive Director may not cause or allow budgeting that:

A. Contains too little detail to enable accurate projection of expenses, separation of capital
and operational items, subsequent audit trails, and disclosure of planningassumptions.

B. Does not provide for Board prerogatives and Board development during the year.

C. Deviates materially from Board-stated priorities (see Ends policies) in its allocation
among competing budgetary needs.

Notwithstanding the forgoing, the Executive Director may move allocated amounts between
line items within the operating or capital budgets.

The Executive Director, or his designee, will provide the proposed annual operating budget,
including the administrative budget for the Board, to the Ohio Retirement Study Council at
least 60 days before adoption by the Board, or such other timeframe as may be required by
Section 3307.041 of the Revised Code.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: OPERATIONAL FINANCIAL CONDITION

With respect to the actual, ongoing condition of the Retirement System’s operating budget, the
Executive Director may not cause or allow the development of financial jeopardy.

Accordingly, he or she may not:

A.

Allow tax payments or other government-ordered payments or filings to be overdue or
naccurately filed.

Allow actual operating budget allocations to deviate materially from Board priorities in
Ends policies.

Allow untimely collections of contributions.

Fail to establish and maintain a system of internal controls designed to reduce the
opportunity for errors and dishonesty, assure that assets belonging to STRS Ohio are
properly received, are protected while in the custody of STRS Ohio and are used only for
appropriate purposes. Examinations of the effectiveness of the Retirement System’s
internal controls will be conducted by the internal auditor on an ongoing basis in
accordance with the Annual Internal Audit Plan.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: OPERATIONAL ASSET PROTECTION

The Executive Director may not allow operational assets to be unprotected, inadequately
maintained or unnecessarily risked as would be determined by a prudent person with
knowledge of such matters:

Accordingly, he or she may not:
A. Fail to insure against theft and casualty losses and against liability losses to Board

members, associates or the Retirement System itself beyond the minimally acceptable
prudent level.

B. Allow uninsured personnel access to material amounts of funds.

C. Subject property and equipment to improper wear and tear or insufficient maintenance.

D. Unnecessarily expose the Retirement System, its Board or associates to claims of
liability.

E. Make any purchase of goods or services for $100,000 or more in any one-year period of

the agreement, without receiving responses to a request for proposal from at least three
vendors, and making a determination, with or without interviews, of the most qualified
vendor of the goods or services needed, unless the goods or services in question are
available only from a single (sole source) provider; or make any purchase wherein
normally prudent protection has not been given against conflict of interest. Economic lot
sizes or normal orders shall not be reduced, nor the timing of services modified to avoid
compliance with these provisions. The Executive Director may grant an exception to this
requirement if the Retirement System is unable to obtain three responses and will
advise the Board when such an exception is granted.

F. Make any purchase of goods or services for $25,000 or more but less than $100,000 in
any one-year period of the agreement without a written record of at least three
competitive prices, unless the goods or services in question are available only from a
single (sole source) provider; or make any purchase wherein normally prudent
protection has not been given against conflict of interest. Economic lot sizes or normal
orders shall not be reduced, nor the timing of services modified to avoid compliance with
these provisions. The Executive Director may grant an exception to this requirement if
the Retirement System is unable to obtain three competitive prices and will advise the
Board when such an exception is granted.

G. Receive, process or disburse funds under controls insufficient to meet the Board-
appointed auditor’s standards.

H. Acquire, encumber or dispose of operational real property without Board approval.

Further, the Board will be provided with a Contract Summary Sheet if a potential agreement
meets one of the following provisions:
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1.

2.

The contract is expected, or reasonably should have been expected to exceed $100,000 in
expenditures by the Retirement System in any one-year period of the agreement; or

The contract is for goods or services provided directly to the Board.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: INVESTMENT ASSET PROTECTION

The Executive Director may not allow investment assets to be unprotected. Such protection
shall include:

. Timely deposit of cash as provided for by law and Board.

. Transfer of securities to the State Treasurer or the Treasurer’s designated sub-
custodian for safekeeping.

. Crediting defined contribution account funds in member accounts within three business
days of receipt by STRS Ohio.

o Maintenance of appropriate insurance coverage on investment real estate assets.
In addition, the Executive Director may not allow investment assets to be unprotected through

the failure to have a well-qualified and trained staff or use of unqualified external investment
managers.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: BUSINESS CONTINUITY PLANNING

The Executive Director may not fail to have a Business Continuity Plan, in place and tested, to
assure that the critical business processes of the Retirement System, including but not limited
to payment of monthly benefits and the investment and protection of assets, can continue
notwithstanding the loss of use of all or part of the home office or computer facilities.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: COMMUNICATION AND COUNSEL TO THE BOARD

With respect to providing information and counsel to the Board, the Executive Director may
not permit the Board to be uninformed. Accordingly, he or she may not:

A. Let the Board be unaware of relevant trends, anticipated adverse media coverage,
legislative developments, significant changes to Retirement System assets and
investments, and significant external and internal changes, particularly changes
in the assumptions upon which any Board policy has previously been established.

B. Fail to submit the required monitoring data (see policy on Monitoring Executive
Performance) in a timely, accurate and understandable fashion, directly addressing
provisions of the Board Policies being monitored.

C. Fail to seek as many associates’ and external points of view, issues and options as
needed for fully informed Board choices.

D. Present information in unnecessarily complex or lengthy form.
E. Fail to provide a mechanism for official Board, officer or committee communications.
F. Fail to report actual or anticipated noncompliance with any Board Policy.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: SUCCESSION PLANNING

The Board supports and authorizes the Executive Director to maintain an effective succession
planning process for identifying and developing internal personnel with the potential to fill key
or critical STRS Ohio positions. The goal of this process is to increase the availability of
experienced and capable associates who are prepared to assume such roles as they become
available.

On a biennial basis, the Executive Director and Director, Human Resource Services, will
review succession planning progress and status with the Board.

47



POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: EMERGENCY EXECUTIVE SUCCESSION

To protect the Board from sudden loss of Executive Director services, the Executive Director
may not have fewer than two deputy executive directors familiar with Board and Executive
Director issues and processes.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: COMPENSATION AND BENEFITS

With respect to employment, compensation and benefits to associates, consultants, contract
workers and volunteers, the Executive Director may not cause or allow jeopardy to fiscal
integrity or public image.

Accordingly, he or she may not:

A. Change his or her own compensation or benefits.
B. Promise or imply permanent or guaranteed employment.
C. Establish compensation, exclusive of Performance-Based Incentives, not within current

salary schedules or modify the maximum eligible incentive awards set forth in the
Performance-Based Incentive Program for eligible investment associates.

D. In the selection of a Deputy Executive Director or the Retirement Board Liaison, fail to
involve the Board in determining the qualifications and expectations for the position.
The Executive Director will then make the employment decision, keeping the Board
informed throughout the process.

E. In the selection of a Deputy Executive Director-Investments and Chief Investments
Officer, fail to post the position both internally and externally.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: STAFF TREATMENT

With respect to treatment of associates, the Executive Director shall foster a work environment
free of harassment and in which associates are treated with respect and dignity.

Accordingly, he or she may not:

A.

Base employment related decisions on factors other than clearly job-related, individual
performance or qualifications.

Employ or promote a family member.

Adversely affect the stability of the staff or terminate senior staff officers without
previous discussion with the Board.

Fail to take reasonable steps to protect associates from unsafe or unhealthy conditions.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: GENERAL EXECUTIVE CONSTRAINTS

The Executive Director shall not cause nor allow any act, decision, activity or circumstance
that is imprudent, in violation of commonly accepted business and professional ethics, a
violation of law or a breach of fiduciary responsibility.

The Executive Director shall inform the Board of any known material violation of commonly
accepted business or professional ethics, or a breach of fiduciary responsibility by a business or

professional vendor or contractor engaged by STRS Ohio.

The Executive Director shall cause to be maintained adequate fiduciary insurance coverage.
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POLICY TYPE: EXECUTIVE DIRECTOR LIMITATIONS

POLICY TITLE: ASSOCIATE CONDUCT

The Executive Director shall use his or her reasonable best efforts to ensure associates of the
Retirement System adhere to the State Teachers Retirement System Ethics Policy, drafted in
accordance with Section 3307.042 of the Revised Code and attached hereto as Appendix B.

A. Additionally, the Executive Director shall exercise reasonable best efforts to assure:

1.

3.

Confidentiality of member and benefit recipient records protected under Section
3307.20 of the Revised Code or other applicable state statutes or federal law.

Adherence to applicable professional codes of ethics or standards of professional
conduct applicable to STRS Ohio associates who are members of certain

professions or professional organizations.

Appropriate guidelines are in place to regulate personal investing by associates.

B. No associate of STRS Ohio shall:

Publicly endorse the candidacy of any contributing or retired member for election
to the Board through any media (whether electronic or printed), or permit his or
her name to be used in any way to promote any such candidacy;

Use his or her official authority or influence for the purpose of interfering with or
affecting the result of a Board election or a nomination for a position as a Board
member or officer of the Board;

Directly or indirectly coerce, attempt to coerce, command or advise any STRS
Ohio associate or member to contribute anything of value to a candidate for
election to the Board, or to any committee, organization, agency, group or person
promoting the candidacy of anyone for a position or seat on the Board; and

Participate in any activities which promote the candidacy of any person for a

position as a Board member or officer of the Board, other than the oral
expression of opinions related to a candidate or an election.
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Appendix A
POSITION DESCRIPTION
FOR
STATE TEACHERS RETIREMENT BOARD MEMBERS

Terms

Appointed member terms begin on date of first appointment; elected member terms begin on
Sept. 1 following May election. Board members serve for a term of four years.

Pursuant to Section 3307.06(D) of the Revised Code, failure to attend the meetings of the
Board for four months or longer, without being excused, results in the member’s position onthe
Board being vacated.

Restrictions

In accordance with Section 3307.05 of the Revised Code, investment experts must be a resident
of Ohio; within the three years immediately preceding the appointment, the member cannot
have been employed by the Ohio Public Employees Retirement System, Police & Fire Pension
Fund, State Teachers Retirement System, School Employees Retirement System or Highway
Patrol Retirement System or by any person, partnership or corporation that has provided to
one of those retirement systems services of a financial or investment nature, including
management, analysis, supervision or investment of assets; the member must have direct
experience in the management, analysis, supervision or investment of assets; and the
Treasurer’s designee cannot currently be employed by the state or a political subdivision of the
state.

Retired teacher members may not be reemployed in a position requiring them to make
contributions to the system.

Compensation

The members of the State Teachers Retirement Board shall serve without compensation,
except that members shall be reimbursed from the expense fund for all reasonable, actual and
necessary expenses incurred while serving on the Board.

Business Equipment

So that information may be communicated in a timely and secure manner, Board members
may be issued electronic devices to use for Board business.

Principal Duties

The Board members are the trustees of the funds of the system. The general administration
and the management of the State Teachers Retirement System are vested in the State
Teachers Retirement Board. The Board shall adopt policies for the operation of the system, and
the investment of the funds as provided by Section 3307.15 of the Revised Code.

Other sections of this Position Description delineate: (a) the strict fiduciary and ethical
standards applied to Board members; and (b) the significant time commitment required of
Board members, which includes preparation for committee and Board meetings, attendance at
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the meetings themselves, and Board orientation and continuing education requirements as
established by statute.

Fiduciary Duty and Conduct

Board members are subject to strict fiduciary and ethical standards. “Fiduciary” means a
person who does any of the following: (1) exercises any discretionary authority or control with
respect to the management of the system, or with respect to the management or disposition of
its assets; (2) renders investment advice for a fee, direct or indirect, with respect to money or
property of the system; or (3) has any discretionary authority or responsibility in the
administration of the system.

The members of the State Teachers Retirement Board are the trustees of the funds created by
Section 3307.14 of the Revised Code, and the Board has full power to invest the funds. The
Board and other fiduciaries must discharge their duties with respect to the funds solely in the
interest of the participants and beneficiaries; for the exclusive purpose of providing benefits to
participants and their beneficiaries and defraying reasonable expenses of administering the
system; with care, skill, prudence and diligence under the circumstances then prevailing that a
prudent person acting in a like capacity and familiar with these matters would use in the
conduct of an enterprise of a like character and with like aims; and by diversifying the
investments of the system so as to minimize the risk of large losses, unless under the
circumstances it is clearly prudent not to do so.

Specific provisions in Chapter 3307 prohibit the system from doing business with any Board
member during and for three years following the Board member’s term on the board; prohibit
Board members from having any interest in the gains or profits of the system; and prohibit
Board members from having interests in transactions of the system.

Board members are also subject to the Ohio Ethics Laws and related statutes set forth in
Chapters 102 and 2921 of the Revised Code.

Civil action by the Attorney General is possible if a member of a state retirement board
breaches the member’s fiduciary duty to the retirement system. The Attorney General may
recover damages or be granted injunctive relief, which shall include the enjoinment of specified
activities and the removal of the member from the board. Any damages awarded shall be paid
to the retirement system.

Time Requirement

The Board typically meets every month except for January and July for committee meetings
and the regular Board meeting. In addition, the Disability Review Panel (which is composed of
elected members of the Board) and the Final Average Salary Committee meet additional days
to review cases. There is an annual planning retreat, special meetings and educational
requirements. In addition to formal meetings, each Board member is expected to review pre-
meeting materials prior to the committee and Board meetings.

Education Requirements

Each newly elected member of the State Teachers Retirement Board and each individual
appointed to fill a vacancy on the Board, shall, not later than 90 days after commencing service
as a Board member, complete the orientation program component of the Retirement Board
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Member Education Program established under Section 171.50 of the Revised Code.

Each member of the Board who has served a year or longer as a Board member shall, not less
than twice each year, attend one or more programs that are part of the continuing education

component of the Retirement Board Member Education Program established under Section
171.50 of the Revised Code.

In addition, members are expected to complete periodic ethics training and any other training
the Board deems necessary.

New Board members spend a minimum of one day with members of the senior management
team in orientation. They are provided with a “New Board Member Notebook.” A sitting Board
member is assigned as a mentor for each new member.

Required Reporting

Within 90 days of appointment and on an annual basis, each member of the Board must file a
financial disclosure statement with the Ohio Ethics Commission, which shall be subject to
public inspection. The statement requires disclosure of the names of the person’s immediate
family; every source of income; debt exceeding $1,000; debts receivable exceeding $1,000;
investments exceeding $1,000; gifts exceeding $75 from other than immediate family; real
estate other than residence or personal property; and certain other information set forth by
Chapter 102 of the Revised Code.
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Appendix B
STATE TEACHERS RETIREMENT SYSTEM ETHICS POLICY

Policy Statement

It is the policy of this State Teachers Retirement System of Ohio (“Retirement System” or
“System”) Board to carry out its mission in accordance with the strictest ethical guidelines and
to ensure that Board Members and employees conduct themselves in a manner that fosters
public confidence in the integrity of the Retirement System, its processes, and its
accomplishments.

General Standards of Ethical Conduct

Ohio Retirement System Board Members and employees must, at all times, abide by
protections to the public embodied in Ohio’s ethics laws, as found in Chapters 102. and 2921. of
the Ohio Revised Code, and as interpreted by the Ohio Ethics Commission and Ohio courts. (A
copy of these laws is provided by the Retirement System, and receipt acknowledged, as
required in R.C. 102.09(D)). Board Members and employees must conduct themselves, at all
times, in a manner that avoids favoritism, bias, and the appearance of impropriety.

A general summary of the restraints upon the conduct of all Board Members and employees
includes, but 1s not limited to, those listed below. No Board Member or employee shall:

. Solicit or accept anything of value from anyone doing business with the Board or
System;
. Solicit or accept employment from anyone doing business with the Board or System,

unless the Board Member or employee completely withdraws from any Board and
System discretionary or decision-making activity regarding the party offering
employment, and the Board approves the withdrawal in the case of a Board Memberor
the Executive Director of the System, and the Executive Director approves the
withdrawal in the case of another employee;

. Use his or her public position to obtain benefits for the Board Member or employee, a
family member, or anyone with whom the Board Member or employee has a business or
employment relationship;

° Be paid or accept any form of compensation for personal services rendered on a matter
before, or sell goods or services to, the Board or System:;

° Be paid or accept any form of compensation for personal services rendered on a matter
before, or sell (except by competitive bid) goods or services to, any state agency other
than the Board or System, unless the Board Member or employee first discloses the
services or sales and withdraws from matters before the Board or System that directly
affect officials and employees of the other state agency, as directed in R.C. 102.04;

. Hold or benefit from a contract with, authorized by, or approved by, the Board or
System (the Ethics Law does except some limited stockholdings, and some contracts
objectively shown as the lowest cost services, where all criteria under R.C. 2921.42 are
met);
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Vote, authorize, recommend, or in any other way use his or her position to secure
approval of a Board or System contract (including employment or personal services) in
which the Board Member or employee, a family member, or anyone with whom the
Board Member or employee has a business or employment relationship, has aninterest;

Solicit or accept honoraria (see R.C. 102.01(H) and 102.03(H)), except that employees
who are not financial disclosure filers may receive an honorarium only if the
honorarium is paid in recognition of a demonstrable business, professional, or esthetic
interest of the employee that exists apart from public office or employment, and is not
paid by any person or other entity, or by a representative or association of those persons
or entities, doing business with the Board or System;

During public service, and for one year after leaving public service, represent any
person, in any fashion, before any public agency, with respect to a matter in which the
Board Member or employee personally participated while serving with the Board or
System;

Use or disclose confidential information protected by law, unless appropriately
authorized;

Use, or authorize the use of, his or her title, the name of the Retirement Board or
System, or the Board’s or System’s logo in a manner that suggests impropriety,
favoritism, or bias by the Board or System, or the Board Member or employee;

Solicit or accept any compensation, except as allowed by law, to perform his or her
official duties or any act or service in his or her official capacity; and

No Board Member, state retirement system investment officer, or an employee of the
Retirement System whose position involves substantial and material exercise of
discretion in the investment of retirement system funds shall solicit or accept from any
person, including a partnership of which the System is a partner, payment of actual
travel expenses, including expenses incurred with the travel for lodging, meals, food,
and beverages.

In addition to complying with the restrictions in the Ethics Law and related statutes, no Board
Member of the Retirement System who is running for a position on the System Board shall:

Solicit or accept campaign contributions from any person or entity that the Board
Member knows or has reason to know: (1) has a contract related to investment of the
System’s funds; (2) is marketing or otherwise attempting to secure businessinvolving
the System’s funds; or (3) is an agent or acting on behalf of any person or entity
described in (1) or (2). Campaign contributions include contributions made to a
campaign committee, political party, legislative campaign fund, political action
committee, or political contributing entity on behalf of the Board Member.

For purposes of this policy:

“Anything of value” includes anything of monetary value, including, but not limited to,
money, loans, gifts, food or beverages, social event tickets and expenses, travel
expenses, golf outings, consulting fees, compensation, or employment. “Value” means
worth greater than de minimis or nominal.
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. “Anyone doing business with the Board or System” includes, but is not limited to, any
person, corporation, or other party that is doing or seeking to do business with,
regulated by, or has interests before the Board or System, including anyone who is
known or should be known to be an agent or acting on behalf of such a party,including
any partnership of which the system is a partner, any person or entity that has a
contract related to investment of the System’s funds, and any person marketing or
otherwise attempting to secure business involving the System’s funds.

Financial Disclosure

Every Board Member or employee required to file a financial disclosure statement must file a
complete and accurate statement with the Ethics Commission by April 15 of each year. Any
Board Member or employee appointed, or employed to a filing position after February 15 and
required to file a financial disclosure statement must file a statement within ninety days of
appointment or employment.

Assistance

The Ethics Commission is available to provide advice and assistance regarding the application
of the Ethics Laws and related statutes. The Commission can be contacted at (614) 466-7090.
The Commission’s website address 1s: www.ethics.ohio.gov. Retirement System counsel are
available to answer questions regarding this policy.

Penalties

Failure of any Board Member or employee to abide by this Ethics policy, or to comply with the
Ethics Laws and related statutes, will result in discipline, which may include dismissal, as well
as any potential civil or criminal sanctions under the law.

Evaluation and Changes

This policy shall be evaluated for effectiveness by the Board of the Retirement System no less

than biennially. The policy may be changed only by a majority vote of the Board, after approval
by the Ethics Commission and review by the Ohio Retirement Study Council.
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Appendix C
Metrics to Guide Funding Policy

Funding Policy Dashboard - July 1, 2018

Upside | Downside | Contribution
Advisory | Advisory | to Summary
Actual Level Level Score Range
Funded Ratio —115 -9 -7 ) 5 -3 -1 0 +1 +3 +5 +7 +9 +11
Current year 77.0% | 100.0% | 66.5% 1 3t0+3 be;’g"fz‘fﬁg‘;’;’zt"ign:;r Strong support for
Prior year 75.0% | 100.0% | 66.0% -1 2to42 | e nerencs contribution reductions
Funding Pe riod Neutral - status quo or benefit increases
|Current year 17.8 years| Oyears | 27 years 0 -2to+2 may be acceptable
Chance of @ major negative event*
Funded Ratio under 50% 28.8% 2.5% 10.0% -1 -1to+1 | *sofpayro padloamort ze the ULALL (DB) 17.1%
Funding Period over 100 yrs 21.6% 2.5% 10.0% -1 -1to+1
Economic Context** Est mated /0 at ty of the n/estment portfo o 13.3%
|10—year returns | 6.8% | 3.0% | 12.5% | 0 “1to+1 | 4ssumed rate of return for /a uat on 7.45%
[spread between 10-yr & 3V Treasuries | 0.92% | 3.47% | 0.17% | 0 -1to+1 | Risk-free rate of return (10-year Treasury) 2.85%
|SummaryScore -4 -11to +11] Rk prem um requred to nt return target 4.60%
IPrior year score -5 nfatono/ertra ng L2 mMonths 2.80%
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Components of the dashboard

A. The scorecard
The scorecard will present four categories of metrics to evaluate the state of the
plan and the current balance of funding and benefits. Those four categories will
contain a total of seven metrics.

1. Funded ratio metrics — two metrics, rounded to the nearest0.1%.

Current year (market value of assets associated with the traditional DB
plan, including the DB component of the Combined Plan, divided by the
liability for those same plans from the most recent actuarial valuation), and

Prior year (same ratio, as of the prior annual valuation).

2. Funding period metric —one metric, rounded to the nearest 0.1 years.

Current year (the funding period calculated as part of the most recent
actuarial valuation, based on the assumptions used for the valuation)

3. Chance of a major negative event — two metrics, probabilities rounded to the

nearest 0.1%

Probability that the funded ratio drops below 50% on any valuation date
in the next ten years, and

Probability that the funding period rises above 100 years on any valuation
date in the next ten years.

These probabilities will be estimated by running 5000 stochastic scenarios
through a plan projection model, with the random variable being the
investment return in the each of the next ten years. Investment returns
will be assumed to be normally distributed with a mean and volatility as
estimated by STRS Ohio’s investment consultants.

4. Economic context — two metrics

10-year returns; the annualized 10-year rate of return of a custom
index, through the most recent actuarial valuation date. The custom
index is constructed using a weight of 45% on the Russell 3000, 25% on
international equity (MSCI ACWI ex US), and 30% on fixed income
(Barclay’s US Universal Index), rebalanced quarterly.

The spread between the 10-year constant maturity U.S. Treasury yield
and the three-month constant maturity U.S. Treasury yield as of the
most recent actuarial valuation date.

Each metric will have an upside and downside advisory level. If any current metric
(excluding “prior year” metrics) is outside of the boundaries of those advisory levels,
it is a signal to the board that further action to mitigate risk may be necessary.
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B. The summary score

Each metric will contribute toward an overall summary score. The scoring for
each metric as of 7/1/2019 will be as follows:

Current Prior Current Chance of Chance of Economic Economic
Funded Year Funding Funded Funding Context Context
Score Ratio Funded Period Ratio Period 10-yr returns Spread between 10-
Ratio <50% >100 years yr @ 3M Treasuries
+3 >=120.0%
+2 110.0%-119.9% >=110.0% <=0 years
+1 100.0%-109.9% 100.0%-109.9% 0.1-14.9 years <2.5% <2.5% <3.0% >=3.47%
0 85.0%-99.9% 85.0%-99.9% 15.0-25.9 years 2.5%-9.9% 2.5%-9.9% 3.0%-12.5% >0.17% and <3.47%
-1 70.0%-84.9% 70.0%-84.9% 26.0-49.9 years >=10.0% >=10.0% >12.5% <=0.17%
-2 60.0%-69.9% <=69.9% >=50.0 years
-3 <=59.9%

Scoring will be modified in future years to reflect the closed funding period —
the boundary between the “0” and “-1” scores for the funding period metric
will be reduced by one year for each year elapsed since 2015 (e.g., a funding
period of 26.0-49.9 years will result in a score of -1 for the current funding
period metric in 2019).

The summary score will be equal to the sum of the scores of each individual metric.
The summary score will range from +11 to -11. A score at the high end of the range
indicates (other things being equal) that to maintain long-term equilibrium, there is
support for contribution reductions or benefit increases. A score at the low end of
the range indicates (other things being equal) that to maintain long-term
equilibrium there is support for benefit reductions or contribution increases.

C. Projection of the funded ratio

A graph showing the distribution of potential future funded ratios based the
projections used to produce the estimate of the probability that the funded ratio falls
below 50% within the next ten years. The graph will show, for each of the next ten

valuation dates, the 5th, 10th, 25th, 50th, 7 5th, 90th, and 95th percentile of the
distribution of funded ratio results.

D. Other components

Various other components may be included from time to time to help illustrate the
current state of the plan or the calculation of the scorecard components,including
comparisons of the valuation rate to current risk-free rates and inflation rates.
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Advisory levels

No single quantity or metric can describe the health and balance of a pension plan at
all times. Advisory levels selected for each metric highlight potentially harmful
developments if they moved a single metric outside a range that is consistent with
long-term balance. Additionally, these advisory levels would be used to help inform
the selection of breakpoints for the scoring used to calculate the summary score.

Advisory levels were selected to support the Board’s stated goals at the start of this
process, and to be internally consistent with each other. At a high level, the process
developed as follows:

An advisory level related to the maximum acceptable funding period was
selected. The Board elected to establish a closed funding period of 30 years
starting with the 7/1/2015 valuation (targeting full funding by 7/1/2045). This
provided a very clear, unambiguous maximum acceptable funding period.
Consistent with the closed period, this advisory level will drop by 1.0 year
with each subsequent annual valuation.

The upside advisory level of the funded ratio was determined to be 100%,
as that 1s the level that is consistent with a funding period of zero years
(i.e., the plan is fully funded).

Advisory levels for the estimates of major negative events were selected
in alignment with expressed risk tolerance.

Details of advisory levels

Upside advisory level for the funding period: A constant Oyears.

Downside advisory level to indicate the maximum acceptable funding period:
Variable, beginning at 30 years as of 7/1/2015, and declining by one year
with each subsequent year (to reflect the closed funding period, targeting
full funding as of 7/1/2045).

Upside advisory level for the funded ratio: A constant 100%.

Downside advisory level for the funded ratio: Variable, beginning at 65.0%
as of 7/1/2015, and increasing by 0.5% with each subsequent year.

Upside advisory level for a low probability of a major negative event: A constant
2.5%.

Downside advisory level for a high probability of a major negative event: A
constant 10.0%.

Upside advisory level for summary score: A constant +6.

Downside advisory level for summary score: A constant -6.

Finally, in addition to a response being triggered automatically when a metric moves
outside of the advisory levels, Senior Staff and Board members will have the ability
to trigger a review and consideration of adjustments at any time.
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Appendix D
Metrics to Guide Health Care Plan Management Policy

Example of Health Care Plan Management Dashboard

Health Care Plan Management Policy Scorecard - Preliminary Draft for 7/1/2018 - prepared in November, 2018

Current | Score | 2018
Category Metric Value | Range| Score
Risk measure Probability of 60 years of solvency 73% |-3to+3| +2*
Current status Funded ratio 176% |-2to+2| +2 C)
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Components of the dashboard

A. Health Care Plan Management Policy Scorecard

Current | Score 2018
Category Metric Value Range | Score
Risk measure Probability of 60 years of solvency -3to +3
Current status Funded ratio -2to +2
Stress tests Gov't subsidies & investment returns -2to +2
Pre-Med. enrollees & investment
returns -1to+1
Funding
potential Pension funding period -1to+1
Economic
context 10-year returns -1to+1
Spread between 10Y & 3M Treasuries -1to+1
Current Summary Score
Prior Year Summary Score

B. Metrics

1. Probability of 60 years of solvency

Definition: The estimated probability that investment returns will be sufficient
to keep the fund solvent for at least 60 years from the projection date if all other
results match the valuation assumptions. The probability will be estimated
using a stochastic projection, with the investment returns as the random
variable. The investment return distribution will be the most recently updated
return distribution available from the plan’s investment consultant for theplan’s
current investment strategy.

Scoring:

Probability of 60 years of Score
solvency

<=25.0% -3
25.1% to 35.0% -2
35.1% to 45.0% -1
45.1% to 55.0% 0
55.1% to 65.0% +1
65.1% to 75.0% +2
>=75.1% +3
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2. Funded ratio

Definition: The funded ratio for the health care plan, on a fair value basis, as
reported in the most recent actuarial valuation of the health care fund.

Scoring:

Funded ratio Score
<85.0% -2
85.0% t0 99.9% -1
100.0% to 0
114.9%

115.0% to +1
129.9%

>=130.0% +2

3. Stress Test 1 - Government subsidies and investment returns

Definition: The projected funded ratio of the health care fund twenty years from
the most recent valuation date under a stress scenario. The stress scenario uses
the same assumptions as the actuarial valuation with the exception of the level
of governmental subsidies, and the investment returns. Governmental subsidies
are assumed to decrease 25% below the baseline levels assumed in the actuarial
valuation (5% in the first year, 10% in the second year, 15% in the third year,
20% in the fourth year, and 25% in years 5+). Investment returns are assumed
to be constant level returns equal to the 40t percentile (below the average) of the
20-year compound return distribution derived from the investment consultant’s
most-recently updated annual return distribution estimate.

Scoring:

Projected funded ratio in year | Score
20

<70.0% -2
70.0% to 84.9% -1
85.0% to 99.9% 0
100.0% to 114.9% +1
>=115.0% +2

4. Stress Test 2 - Pre-Medicare enrollment and investment returns

Definition: The projected funded ratio of the health care fund twenty years from
the most recent valuation date under a stress scenario. The stress scenario uses
the same assumptions as the actuarial valuation with the exception of the level
of pre-Medicare enrollment, and the investment returns. Pre-Medicare
enrollment is assumed to increase 25% above the baseline levels assumed in the
actuarial valuation (5% in the first year, 10% in the second year, 15% in thethird
year, 20% in the fourth year, and 25% in years 5+). Investment returns are
assumed to be constant level returns equal to the 40t percentile (below the
average) of the 20-year compound return distribution derived from the
investment consultant’s most-recently updated annual return distribution
estimate.
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Scoring:

Projected funded ratio in Score
year 20

<85.0% -1
85.0% t0 99.9% 0
>=100.0% +1

Pension funding period

Definition: The pension plan funding period, based on the actuarial value of
assets, calculated as of the most recent actuarial valuation of the pension plan.

Scoring:
Funding period | Score
> 30.0 years -1
15.0 to 30.0 0
years
<15.0 years +1

10-year returns

Definition: The annualized 10-year rate of return of a custom index, through the
most recent actuarial valuation date. The custom index is constructed using a
weight of 45% on the Russell 3000, 25% on international equity (MSCI ACWI ex
US), and 30% on fixed income (Barclay’s US Universal Index), rebalanced
quarterly.

Scoring:
Annualized 10-year Score
return
>12.5% -1
3.0% to 12.5% 0
<3.0% +1

Spread between 10-year and 3-month Treasuries

Definition: The spread between the 10-year constant maturity U.S. Treasury
yield and the three-month constant maturity U.S. Treasury yield as of the most
recent actuarial valuation date.

Scoring:
Spread Score
<=0.17% -1
>0.17% and 0
<3.47%
>=3.47% +1
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C. Risk-sharing adjustments

The Health Care Plan Management Policy is intended to provide guidance on when
adjustments to Health Care Plan benefits should be made, either in expanding benefits
or shrinking benefits. It is not intended to be either prohibitive or non-discretionary.
The Board will retain discretion to make changes as it sees fit, or to leave benefits
unchanged even when the Plan Management Policy suggests that adjustments may be
advisable. However, if the Board chooses to leave benefits unchanged when the Policy
suggests otherwise, the Board should offer a formal explanation of their actions.
Likewise, when making a material change to benefit levels when the policy is not
providing guidance that benefit levels should be adjusted, the Board should offer a
formal explanation for the rationale behind the changes.

In general, the Plan Management Policy suggests benefit levels should be adjusted
when the summary score is outside the range of -5 to +5. If the score is -6 or lower, the
policy suggests that risk is excessive and the Health Care Plan benefits should be
reduced. If the score is +6 or higher, the policy suggests that the risk is lower than the
Board’s established risk appetite, and benefits should be expanded.

Plan guidance, subject to modifications due to context and history, is that benefits
should be adjusted by gradual and incremental changes. In normal circumstances, a
summary score of +6 to +7 suggests that benefits be expanded by up to 5% over the
baseline benefit plan from the prior year. A summary score of +8 to +9 suggests that
benefits may be expanded by up to 10% over the baseline benefit plan from the prior
year. A summary score of +10 or +11 suggests a benefit expansion of 10% or more,
depending on the context and history of the risk metrics.

Likewise, in normal circumstances, a summary score of -6 to -7 suggests that benefits be
reduced by up to 5% from the baseline benefit plan from the prior year. A summary
score of -8 to -9 suggests that benefits may be reduced by up to 10% below the baseline
benefit plan from the prior year. A summary score of -10 or -11 suggests a benefit
reduction of 10% or more, depending on the context and history of the risk metrics.
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Appendix E

1\

Securities Litigation
Guidelines
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I.

I11.

RATIONALE

In December 1995, Congress passed the Private Securities Litigation Reform Act of 1995
(“PSLRA”). Congress intended to discourage “meritless” securities class action litigation,
to discourage the practice of small individual investors becoming “professional plaintiffs”,
to discourage lawyer-driven litigation, and to encourage the most capable representatives
of the plaintiff class to participate in class action litigation, who, in turn, would be most
capable of exercising supervision and control of the lawyers and their fees. The PSLRA
creates a presumption that the investor with the largest financial interest in the relief
sought by the class is the “most adequate plaintiff”.

The State Teachers Retirement System of Ohio (“STRS Ohio” or “System”) recognizes that
securities class action litigation can affect the value of the System’s assets, that actions by
fiduciaries relating to this type of litigation have been demonstrated to materially enhance the
value of assets over time, and that public pension funds have been particularly effective when
taking an active role in securities litigation. These guidelines are intended to help ensure
STRS Ohio takes prudent, effective, appropriate and efficient actions to protect and increase
the value of System investments, and to assure STRS Ohio receives all distributions to which
the System is entitled as the result of the resolution of securities class action litigation. STRS
Ohio will take only those actions which make prudent use of System resources, and which are
in the best interests of STRS Ohio’s participants and beneficiaries.

IDENTIFICATION OF POTENTIAL CLAIMS

A. The Chief Legal Officer may from time to time be made aware by sources such as law
firms, news reports and other public pension funds, of potential securities cases. If the
Chief Legal Officer forms the opinion it is possible STRS should play an active role in
such a case, the Chief Legal Officer will confer with the Executive Director, and Chief
Investment Officer and Ohio Attorney General’s Office (“AGQO”) if appropriate, about
the case.

B. The AGO may, from time to time, recommend STRS Ohio take an active role in a
securities case. In such an instance the Chief Legal Officer will confer with the
Executive Director, and Chief Investment Officer if appropriate, about the
recommendation.

C. Investment staff may, from time to time, identify a securities case in which investment
staff believes STRS Ohio should take an active role. Investment staff will advise the
Chief Legal Officer of same, who in turn will confer with the Executive Director, and
AGO if appropriate.

EVALUATION OF POTENTIAL CLAIMS

A. If STRS Ohio bought or sold securities during a period of time applicable to a
particular securities case, staff will weigh the materiality of the potential financial
loss giving rise to the litigation and the benefits likely to be derived from the litigation
against the expected costs and resources necessary to pursue the various options
available. Those litigation options generally are:
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1. Monitoring the course of a class action and filing a claim(s) at the end to
participate in a class’ recovery.

2. Monitoring the course of a class action and reviewing the settlement at the
resolution of the case to determine whether an objection is warranted.

3. Seeking to control a class action by seeking designation as lead plaintiff, either
unilaterally or with other investors.

4. Opting out of a class action and filing a separate suit, either unilaterally or
with other investors.

5. Requesting that the AGO pursue an appropriate criminal action.

6. Seek corporate governance changes at the company in question without
resorting to litigation.

7. Supporting another lead plaintiff.

8. Negotiating a monitoring agreement with the likely lead plaintiff/lead counsel
allowing STRS Ohio access to discovery materials, privileged updates on the
status of the case, the option to participate in settlement discussions, and a
right to obtain full information on legal fees and costs.

9. Filing a notice of appearance in the case, monitoring it and appearing at
important hearings if prudent.

. For any case in which staff recommends STRS Ohio take an active role, the Chief
Legal Officer or, at the Chief Legal Officer’s request, a representative of the AGO
will report such a recommendation to the Board and request authorization to
pursue the recommended course of action.

. If the AGO recommends STRS Ohio take an active role in a securities case, and STRS
Ohio’s staff does not agree with that recommendation, the Chief Legal Officer or
Executive Director will so advise the Board’s Chair. The Board’s Chair, or his/her
designee, may invite a representative of the AGO to present its recommendation to the
Board. In such an instance, the AGO should be prepared to discuss the following
factors:

The qualifications and track record of the special counsel appointed bythe
AGO.

The terms and the justification of the final fee agreement reached with the
special

counsel, including a comparison to market

rates.

The strength of the case’s causes of action.

Whether the case is likely to be pursued if STRS Ohio does not take action.
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5. Sources of recovery.

6. Whether another sophisticated lead plaintiff is likely to come forward tomanage
the case.

7. Reputation and skill of lead counsel utilized by the alternative lead plaintiff.

8. Indications that the alternative lead plaintiff’s lead counsel would seek a fee
award in excess of market rates.

9. Unusual circumstances that could complicate or undermine the System’s position.
10. Exposure to criticism regarding STRS Ohio’s investment decision.

D. In general, the interests of the System will not be served by competing with other
public funds or institutional investors with comparable interests for control of a
class action.

E. In order to provide for the efficient operation of the System, STRS Ohio will not
typically consider taking an active role in securities cases in which the System’s losses
are less than $ 10 million.

F. The authority to initiate or resolve securities cases rests solely with the STRS Ohio
Board or its express designee.

IV. MONITORING

A. The Chief Legal Officer, or his designee, will serve as the link between STRS Ohio
and the AGO or special counsel appointed by the AGO. The Chief Legal Officer, or
his designee, will attend meetings of the AGO and counsel from Ohio’s other public
retirement systems (from time to time such meetings are referred to as the
Significant Litigation Advisory Panel) and such other meetings or conference calls
as may be necessary to monitor the securities cases relevant to STRS Ohio.

B. The Chief Legal Officer, or his designee, will direct special counsel appointed by
the AGO to try securities cases on behalf of STRS Ohio, and will oversee STRS
Ohio’s securities litigation docket, including review of significant pleadings and
attendance at such meetings, settlement negotiations, mediations or court datesas
are in the best interest of the System.

C. The Chief Legal Officer or, at the Chief Legal Officer’s request, a representative of the
AGO will report to the Board on any recommendations for STRS Ohio to take anactive
role in a securities case, any significant developments in a securities case and any
requests to settle a pending securities case.

D. The investment staff , in conjunction with the System’s custodian or sub-custodian
when appropriate, will monitor pending securities cases and develop and
implement a comprehensive and consistent procedure to ensure any and all
eligible proofs of claim are filed timely and accurately and all recoveries for which
STRS Ohio is eligible are received. Investment staff will provide reports of
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securities litigation recoveries as may from time to time be requested by the Chief
Legal Officer, Executive Director or Board.
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