BWC Board of Directors

Investment Committee

Thursday, September 25, 2008, 12:00 p.m.
William Green Building

Neil Schultz Conference Center

30 West Spring Street, 2" Floor (Mezzanine)
Columbus, Ohio 43215

Members Present: Robert Smith, Chair
Alison Falls, Vice Chair
David Caldwell
James Harris
Larry Price
William Lhota, ex officio

Members Absent: None

Other Directors Present: Charles Bryan, Kenneth Haffey, James Hummel, and
Thomas Pitts

CALL TO ORDER
Mr. Smith called the meeting to order at 12 p.m. and the roll call was taken. Mr. Caldwell
arrived at 12:05.

MINUTES OF AUGUST 28, 2008
Ms. Falls moved that the minutes of August 28, 2008, be approved. Mr. Price seconded
and the minutes were approved by unanimous voice vote.

DISCUSSION ITEMS

COMMENTS OF THE CHAIR

Mr. Smith reported that there were no action items for the Investment Committee for this
month.

At the August 28 meeting, Bruce Dunn, Chief Investment Officer, presented his goals for
the Investment Division for the year. This was not an action item; however, Mr. Smith
stated that the Investment Committee fully supported these goals.

Mr. Smith thanked representatives of Mercer Investment Consulting on their timely
presentation on derivatives at the August meeting. Guy Cooper, Mercer, stated that most
of the August presentation covered the types of investments which are at the root of the
current financial crisis. He further reported that BWC has no investments of this type
because they are not permitted under the BWC Investment Policy.



MERCER FIVE STEP DECISION-MAKING FRAMEWORK

Mr. Cooper reported on the five step decision-making framework proposed by Mercer to
set BWC investment objectives. The outline of this had been presented to the
Investment Committee before, but Mercer needed to wait for the findings of Deloitte
Consulting before it could discuss in more detail step three focusing on Investment
Objectives.

Mr. Cooper covered the current investment goals as stated in the BWC Investment
Policy Statement. Deloitte recommended an objective to manage assets to a funding
ratio (funded assets + funded liabilities) as defined by Deloitte. Mr. Smith then discussed
a table prepared by Tracy Valentino, Chief of Fiscal & Planning showing the BWC
funding ratio calculated from the previous ten years of financial reports.

Mr. Bryan asked how to handle changes in the discount rate since a reduction of the
discount rate results in a change in the funding ratio. Kristen Finney-Cooke, Mercer
Investment Consulting, replied the objective would not be to adjust the Investment
Strategy each year. Mr. Smith added that the setting of the discount rate by Actuarial
Committee would have an important impact on the Investment Policy.

Mr. Bryan asked what other workers' compensation funds use this model to set the
investment goal. Mr. Cooper stated he was unaware of any that did; however, most
pension funds use it.

Mr. Smith asked about the effect of lowering the discount rate on the funding ratio. Mr.
Cooper replied that would result in a decrease in the funding ratio.

Marsha Ryan, BWC Administrator, asked when the discount rate would be changed. Ms.
Valentino reported it is usually changed in March, with July 1 as an effective date. BWC,
however, can change the discount rate at any time, which would affect the next quarter’s
reserve analysis. Mr. Smith noted that Deloitte has recommended reducing the BWC
discount rate during their August presentation.

John Pedrick, Chief Actuarial Officer, reported that the next reserve audit will be effective
March 31, 2009, in order to give BWC time to look at the June 30 rate change.

Ms. Falls asked if BWC were to change the discount rate in October, what would be
effect on the forthcoming financial statements. Mr. Haffey replied that since the change
was after the close of the fiscal year, it would have no affect on the financial statements.
The change would be a subsequent event which would be included in the footnotes.

Mr. Smith stated that the Workers' Compensation Board will ask Mercer to provide
models based on a range of funding ratios for the October meeting. Mr. Cooper replied
the October meeting will be too early, but Mercer can begin to create models with the
goal of providing them by the end of the year. He added that BWC needs to choose one
discount rate; otherwise the amount work to create the alternative models would be
overwhelming.

MERCER INVESTMENT TOPICS FOR EDUCATION



Kweku Obed, Mercer Investment, conducted an education session on two topics:
portfolio diversification and active investment management versus passive management.
There was a thorough discussion and a number of questions were asked by the
Directors. The materials reviewed are incorporated by reference into the minutes.

MONTHLY AND FISCAL YEAR-TO-DATE PORTFOLIO VALUE COMPARISONS

Mr. Dunn reported that the BWC portfolio exhibited good performance for the month of
August. The stock investment portion grew by 1.4% and there was a similar performance
by bonds. The cash balance grew $319 million because of high premium collections.

Mr. Dunn reported that he expected Congressional legislation soon to address the
financial crisis. From the end of August, BWC has an estimated market value decline of
its fixed income and equity securities of $610 million during the month through
September 24, representing a portfolio return of minus 3.5%. The S & P Index, by
comparison, is down minus 7.4% month to date. Mr. Dunn’s report is included by
reference into the minutes.

Mr. Dunn reported that BWC is contemplating a portfolio rebalancing removing $100
million from the TIPS portfolio to invest in the S&P 500 equity fund. The equity portion of
the asset allocation is at the low end of the target range. Mr. Smith responded that since
the allocation change is within the policy bounds, there is no action needed by the
Workers' Compensation Board.

CHIEF INVESTMENT OFFICER MONTHLY REPORT

Mr. Dunn reported that there are no changes to the goals as set forth in the report of the
Chief Investment Officer monthly report. Three pages are included in the report that
discuss the creation of the conservatorship for Fannie Mae and Freddie Mac and the
sudden bankruptcy of Lehman Brothers. Mr. Dunn indicated that due to the Lehman
Brothers bankruptcy, the sale of all Lehman Brothers debt and common stock were
removed from the benchmark indices required the Board’'s index managers to sell such
securities this month at a realized loss which will exceed $50 million. There has been
minor improvement in AIG bond prices since the report provided by Mr. Dunn to the
Board earlier this month was written. Mr. Dunn indicated that AIG will stay inthe S & P
and Lehman Brothers indices for the time being, thus not requiring any sales of AIG
securities owned. These losses will remain unrealized until they are sold out of the index
by the Bureau’s index manager.

Mr. Cooper commented that there is no place for any investor to hide at this moment, so
BWC should stay put with its current portfolio asset mix.

Ms. Falls asked what other pension funds are doing in the wake of the current financial
turmoil. Ms. Finney-Cooke reported that her other public fund clients are now assessing
the damage as the result of the September financial crisis. Mercer anticipates no major
changes to recommend to BWC in terms of asset allocation of investments.

Mr. Dunn commented that the financial crisis has had no effect on its money market fund
investments. State Street is doing a good job in its security lending activities and
reported no losses on securities lending activities. Mr. Dunn and Lee Damsel, Director of
Investments, will be visiting State Street in November for a quarterly investment
manager update meeting and will also include meetings with its securities lending team.



CALENDAR OF EVENTS & REPORTS

Mr. Smith requested a monthly progress report from Mercer at the October Investment

Committee meeting and succeeding meetings providing an update on the asset-liability
study project being conducted by Mercer in preparation for their proposed asset-liability
study rollout.

ADJOURNMENT
Mr. Smith moved to adjourn, Ms. Falls seconded and the meeting was adjourned.

Prepared by: Larry Rhodebeck, Staff Counsel
H:\Word\Idr\WCB Investment Committee 0908.doc
September 30, 2008
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BWC Board of Directors

Investment Committee
Thursday, October 30, 2008, 12:00 p.m.
William Green Building

Neil Schultz Conference Center

30 West Spring Street, 2" Floor (Mezzanine)
Columbus, Ohio 43215

Members Present: Robert Smith, Chairman
Alison Falls
Larry Price
David Caldwell
James Harris

Members Absent: William Lhota

Other Members Present: James Hummel
Jim Matesich
Thomas Pitts

Chuck Bryan

CALL TO ORDER
Mr. Smith called the meeting to order at 12:05 pm.

ROLL CALL
Roll call was taken. All committee members were present.

APPROVE MINUTES OF THE SEPTEMBER 25, 2008 MEETING
Approval of the minutes was deferred until the November 2008 meeting.

NEW BUSINESS / ACTION ITEMS:

INVESTMENT COMMITTEE CHARTER REVIEW

Ms. Falls discussed revision of the committee charter. She noted the sentence
“All committee actions must be ratified or adopted by the Board of Directors to be
effective” should be added as the last sentence to the purpose section of all
committee charters.

Motion was made by Ms. Falls, seconded by Mr. Price, as follows: that the
Investment Committee of the Workers’ Compensation Board of Directors refer
the Investment Committee charter to the Governance Committee to consider the



recommended changes as discussed here today. Roll call was taken and the
motion passed 5-0.

DISCUSSION:

CAPITAL MARKET UPDATE

Kristin Finney-Cooke of Mercer Consulting presented on several significant
investment matters. A power point presentation was included, and is
incorporated by reference into the minutes. Discussion was made of market
cycles, including data from the Chicago Board Options Exchange Volatility Index.
There is a high level of volatility this month. Ms. Finney-Cooke indicated that in
her presentation, the U.S. stock market is currently in a bear cycle that began
October 9, 2007. Discussion was made by the directors regarding conditions,
and market return subsequent to a down period. Mr. Caldwell asked for the
definition of a bull and bear market. The answer was a 20% change in market
value, but there is some subjectivity as to the start and end dates. Director Falls
noted that unlike some previous bear markets, we are now in a significant global
market downturn. Ms. Finney-Cooke emphasized the importance of mitigating
risk with a diverse portfolio through both the bond market and the stock market.
Mr. Smith added the best way to mitigate risk is to diversify both stock and bond
holdings, although both stocks and bonds have experienced recent negative
returns. Ms. Finney-Cooke discussed tactical and strategic (long term) asset
allocation. Mr. Smith indicated the capital markets tend to overshoot during
periods of extreme pessimism and extreme optimism noting that page 7 of the
Mercer presentation show how both bull and bear markets did overshoot the
actual economic indicators. Mr. Matesich discussed asset allocation during a
shock period. Ms. Finney-Cooke stated modeling is used to construct a portfolio.
The modeling process includes different environments (high inflation, recession,
etc.) Discussion of rebalancing asset allocation during a shock period ensued.
Ms. Finney-Cooke indicated that tactical investing is a recipe for failure.

Mr. Smith indicated that the U.S. federal government rescue packages will
eventually improve the ability to access cash by borrowers. Ms. Finney-Cooke
noted there is some indication of improvement in credit markets according to the
recent decline in the London Interbank Offered Rate. Mr. Smith noted that in the
current market environment, asset allocation is more important than benchmarks
with a special focus on cash for the near term needs and bonds for the
anticipated needs in the intermediate term. Mercer will continue to study
appropriate strategic asset allocation planning for acceptable risk levels in its
asset-liability modeling project for the Bureau. Mr. Smith observed if the target
asset allocation is changed, we should consider staging to take advantage of
dollar cost averaging to avoid inadvertent market timing. BWC should avoid
tactical changes and maintain discipline. Ms. Falls noted that it is important to
pay attention to liquidity risk in the portfolio, as credit tightening is the result of
decreases in liquidity. The Bureau needs to consider risk in all aspects of asset



allocation. In BWC'’s system, liquidity must be maintained so that claims can
continue to be paid without interruption. She continued that CALPERS recently
had to sell holdings to meet capital calls on its partnership investments. Itis
important to address liquidity risk in a portfolio with respect to asset allocation.

Mr. Hummel inquired as to whether consumer spending had reached a bottom
point. Ms. Finney-Cooke indicated no. Ms. Falls noted that credit card defaults
are increasing significantly. Ms. Falls stated her opinion that the current
deleveraging process occurring will put a damper on growth. Ms. Finney-Cooke
noted that investment managers are moving to a different analysis of risk.

Mr. Smith asked Bruce Dunn, Chief Investment Officer, for an update on the
investment portfolio of the Bureau. Mr. Dunn indicated the estimated unaudited
portfolio market value decline of stocks and bonds during the month of October
through October 29 was $1.48 billion, representing a portfolio return of negative
8.8%. Stocks during October to date had an estimated negative return of 20.2%
and bonds had an estimated negative return of 6.3%. The total return of the
Bureau’s portfolio was estimated at a negative 14.6 % return year to date.

Charles Bryan joined the meeting at 1:00 pm. Mr. Dunn indicated that cash
balances are projected to decline by December 2008 such that BWC will need to
redeem $150 million from outside investment managers of the State Insurance
Fund in December of 2008. Mr. Dunn indicated the BWC Fiscal & Planning
Division periodically provides the Investment Division with detailed operational
cash flow projection reports that evidences that need for this redemption action
from its investment portfolio. Mr. Dunn also indicated that BWC is experiencing a
smaller decline in portfolio performance during the past several months in
relationship to most large pension funds having significantly higher equity
portfolio allocations.

PORTFOLIO REBALANCING DISCUSSION

Mr. Dunn led a discussion regarding portfolio rebalancing. Mr. Dunn indicated
that the Bureau has a Portfolio Rebalancing Committee consisting of
Administrator Ryan, the BWC Chief Investment Officer, the BWC Chief Operating
Officer and the BWC Chief Fiscal & Planning Officer. A memorandum prepared
by Mercer, dated September 30, 2008 is incorporated into the minutes. Mercer
indicated that because of the volatile market conditions, including decreased
liquidity, it would not be prudent to attempt a rebalancing of the portfolio. At the
end of September 2008, the Bureau was in compliance with investment policy
asset allocation requirements. Much has changed in October and the Bureau’s
equity position went lower than its minimum target allocation of 17% of the total
portfolio value due to the significant value decline in equities in early October.
Mr. Dunn indicated the Portfolio Rebalancing Committee met on October 10,
2008 to review portfolio asset allocation and determined it would not be prudent
to attempt any portfolio rebalancing at this time due to extremely unsettled and
volatile market conditions and poor liquidity to sell bonds in order to buy stocks.



Ms. Finney-Cooke stated it only makes sense to rebalance during normal market
conditions. This is not a normal market. Transaction costs and market volatility
could require multiple rebalancings. Mr. Smith noted there has been a good
process occurring regarding portfolio rebalancing. There has been good
dialogue and deliberations between BWC staff, Mercer staff and the Board. All
appropriate steps have been taken in evaluating this issue. The credit market is
extremely challenging, and may worsen further, thus making it unwise to
rebalance. Mr. Smith indicated that one should look to the credit market to see if
credit spreads have reduced to more normal levels, prior to rebalancing. Ms.
Falls indicated that rebalancing should be considered prospectively. Ms. Falls
asked that the minutes reflect the committee acknowledges the portfolio may be
out of balance on occasion. Mr. Dunn noted that the Bureau was not out of
compliance with targeted asset allocation ranges at the end of the quarter for the
State Insurance Fund and the two larger ancillary funds. Mr. Smith
acknowledged an exception to a requirement of rebalancing, given the current
market conditions. This has been given much discussion, thought and
consideration, in light of the memorandum prepared by Mercer Consulting. Mr.
Dunn made reference to the investment policy, with regard to compliance and
portfolio rebalance. There is a need for clarification of the investment policy
concerning portfolio rebalancing such as when to execute any rebalancing action
and by how much within the defined targeted asset allocation range. Mr. Price
inquired as to how often portfolio asset allocation is monitored. Mr. Dunn stated
the internal staff rebalancing policy requires weekly monitoring, but BWC
investment staff, in fact, monitors asset allocation daily. Mr. Smith suggested
consideration be made of revising the policy to state rebalancing criteria based
upon either date certain and/or amount certain, as well as market conditions.
Exceptions to mandated quarterly rebalancing should be defined. Mercer will
evaluate this and report back to the Board for discussion at the November
meeting, and the committee is expected to recommend to the board a revised
rebalancing policy at the December 2008 meeting.

STATE STREET UPDATE

Discussion was led by Mr. Dunn. BWC is moving forward with the commingled
fund strategy concerning the Marine Fund and Public Workers’ Relief Fund, to be
managed by State Street. This could include possible securities lending. Mr.
Dunn explained that there is evidence of problems and risk associated with
securities lending in the current market environment as evidenced by losses,
failure to honor redemption requests and lawsuits. BWC currently has no active
securities lending program. Mr. Dunn and Lee Damsel, Director of Investments,
will meet with State Street to discuss this matter and will report to the committee
at the November meeting. Mr. Dunn indicated that recently he has been
discussing the securities lending program with State Street. Mercer is discussing
the subject of securities lending with clients suffering losses. Discussion is being
made concerning not moving forward at this time with a securities lending
program associated with the intermediate duration fixed income mandate for



these two ancillary funds, and assessing all risks involved with securities lending,
to ensure that informed and prudent decision making can be undertaken with
regard to securities lending. Mr. Dunn discussed the commingled option, and the
client’s ability to choose whether to use or not use securities lending. Mr. Dunn
stated that BWC can tell State Street that it will not be in a securities lending
program but still invest in its available commingled fund previously approved by
the BWC Investment Committee and Board of Directors. Mr. Dunn and Ms.
Damsel continue to engage in due diligence concerning BWC'’s relationship with
State Street. Ms. Falls noted that the Board has had much discussion and
educational review of securities lending in the past. However, in light of the new
financial conditions Ms. Falls recommended that the committee revisit the issue
to consider revising the investment policy to suspend securities lending. Mr.
Smith indicated we could also just not authorize securities lending with this
mandate and that this will be with a topic at the November meeting.

ASSET / LIABILITY MODELING

Presentation was made by Ms. Finney-Cooke. A power point presentation was
included and is incorporated into the minutes. BWC and Mercer have been
collaborating on a project to analyze BWC's tolerance for risk. Mr. Smith noted a
standard correlation of asset classes and risk is the basis of most asset
allocations and asked if Mercer has done any work on studying correlations
during periods of significant economic shocks (such as we are now
experiencing). Ms. Falls raised the issue of developing capital market
assumptions, including a long range expected rate of return on major asset
classes.

MINORITY INVESTMENT MANAGER EDUCATION

Ms. Finney-Cooke made a presentation on this issue. A power point
presentation was included and is incorporated by reference into the minutes. Ms.
Finney-Cooke indicated minority and women owned business enterprises provide
an opportunity to increase potential return to the fund per unit of active risk, by
utilizing more nimble investment mandates. Minority and women owned
business enterprises might be an emerging firm defined as managing assets of
$2 billion or less, but are not always so as some minority firms cited in her
presentation do manage larger asset pools. Mandates may be placed to work
directly with a minority and women owned business enterprise, or the investment
may be made through a “manager of managers” program approach. There are
also staged and graduation investment programs available. Mr. Smith noted that
BWC anticipates hiring active managers in the future, so he thought it would be a
good idea for the committee to become familiar with the evaluation and
implementation steps now.

CIO REPORT



The report was provided by Mr. Dunn. Highlights of the report were made by Mr.
Dunn. The report is incorporated into the minutes. Mr. Dunn emphasized that
virtually all of the $94.6 million of realized losses from securities sales reported
by the Bureau in September 2008 were the result of four issuers (Fannie Mae,
Freddie Mac, Lehman Brothers, and Washington Mutual) that were removed
from the Bureau’s respective stock and bond benchmark indices due to their poor
financial conditions. The removal of these four issuers from the relevant
benchmark index required the respective outside passive index investment
managers to promptly sell these issues in order to maintain consistency and
expected portfolio tracking performance to the benchmark index. Mr. Dunn
indicated that discussion with BWC outside investment managers confirmed that
corporate bonds have poor liquidity in the current weak credit markets.

Motion was made by Ms. Falls, seconded by Mr. Harris to adjourn the meeting at

2:05 pm. Roll call was taken and the motion passed 4-0. Mr. Caldwell had left
the meeting just prior to the motion.

Prepared by: Thomas Woodruff, Interim Director Self Insured Department
October 31, 2008

11/21/2008 2:35 PM



OBWC Board of Directors
| nvestment Committee Charter

Purpose

The purpose of the Investment Committee is to ensure that the assets of the Ohio Bureau of Workers’
Compensation (OBWC) are effectively managed in accordance with the laws of the State of Ohio, and
the Ohio Bureau of Workers’ Compensation Statement of Investment Policy and Guidelines. The
Investment Committee:

e assists the Board of Directors in the review and oversight of the State Insurance Fund and each
Ancillary Fund (collectively the Funds) assets; and
e develops and monitors the implementation of the BWC’s investment policy.

In order to constitute the will of the Board of Directors, Committee actions must be ratified or
adopted by the Board of Directors to become effective.

Member ship

The Committee shall be composed of a minimum of five (5) members. Two of the members shall be the
members of the Board who serve as the investment and securities experts on the Board. The Board, by
majority vote, shall appoint three additional members to serve on the Investment Committee and may
appoint additional members, either from the Board or someone not on the Board. Each additional non-
Board member appointed must have at least one of the following qualifications: a) experience managing
another state’s pension funds or workers’ compensation funds; or b) expertise that the Board determines
is needed to make investment decisions.

The Chair and Vice Chair are designated by the Board, based on the recommendation of the Board
Chair. The Board Chair, if not a member, is an ex-officio member and shall not vote if his/her vote will
create a tie vote when serving as ex-officio.

Members of the Investment Committee serve at the pleasure of the Board and the Board, by majority
vote, may remove any member except the members of the Committee who are the investment and
securities expert members of the Board.

M eetings

The Investment Committee will meet at least nine (9) times annually; additional meetings may be
scheduled as the Committee or its chairperson deem advisable. The Investment Committee is governed
by the same rules regarding meetings, notice, quorum and voting requirements as are applicable to the
Board. Committee meetings will be conducted according to Robert’s Rules of Order. A quorum at any
Investment Committee meeting will consist of a majority of the Committee members.

The Chair of the Committee will be responsible for establishing the agendas for the meetings of the
Committee. An agenda, together with information/background materials, will be sent to members of the
Committee prior to each meeting. Minutes for all meetings of the Committee will be prepared to
document all actions of the Committee’s discharge of its responsibilities. The Committee will have a
staff liaison designated to help it carry out its duties.



Duties and Responsibilities

The Investment Committee is charged with overseeing all investment-related matters and activities of
the BWC. The Committee evaluates proposals requiring Board action and makes recommendations for
consideration by the Board. The Committee shall:

1.

N

10.

11.

12.

13.
14.

15.

Develop and recommend the strategic asset allocation and investment policy for the Funds and
submit to the Board for approval. Periodically review the investment policy in light of any
changes in actuarial variables, market conditions, etc. and make recommendations for any
changes, as appropriate to the Board for approval. Assist the Board to assure that the investment
policy is reviewed and approved at least annually, published, and copies are made available to
interested parties.

Evaluate and recommend an outside investment consultant to assist the Investment Committee in
its duties. Submit a contract with the recommended investment consultant to the Board for
approval.

Review the annual report on the investment performance of the funds and the value of each
investment class and submit to the Board for approval. Once approved, this report must be
submitted to the Governor, the president and Minority Leader of the Senate, and the Speaker and
Minority Leader of the House of Representatives.

Provide advice and consent to the Administrator on the appointment of the Chief Investment
Officer.

Recommend investment counsel to the Board for engagement.

Recommend to the Board for approval the criteria and procedures for the selection of the
Investment Managers and General Partners. Approve the final selection, funding and termination
of all Investment Managers and General Partners.

Monitor implementation of the investment policy by the Administrator and the Chief
Investment Officer.  Review performance of the Chief Investment Officer and any
investment consultants retained by the BWC to assure compliance with the investment policy
and effective management of the Funds.

. Develop and recommend rules on due diligence standards for employees of BWC to follow when

investing in each asset class. Develop and recommend policies and procedures to review and
monitor the performance and value of each asset class. Submit these recommendations to the
Board for approval.
Monitor and review the investment performance of the Funds on a quarterly basis to
determine achievement of objectives and compliance with this investment policy.

Recommend prohibited investments, on a prospective basis, the Committee finds to be
contrary to the investment objectives of the Funds and submit to the Board for approval.
Recommend the opening and closing of each investment class and submit to the Board for
approval.
Report all activities/recommendations to the Board following each meeting of the Investment
Committee.
Coordinate with other Board committees on items of common interest.
At least annually, review this charter and submit any proposed changes to the
Governance Committee and to the Board for approval.
Create, by majority vote, a subcommittee consisting of one or more Directors on the
Committee. In consultation with the Chair, other Board members may be appointed to the



subcommittee as appropriate. The subcommittee shall have a specific purpose. Each
subcommittee shall keep minutes of its meetings. The subcommittee shall report to the
Board of Directors through the Committee. The Committee by majority vote may
dissolve the subcommittee at any time.

InvestmentCommitteeCharter.doc

Draft 092607

Review & Approved 112107, Bob Smith, Chair
Revised 012408

Revised 092408

Annual Review and Revision 112108




DATE: November 10, 2008

TO: BWC Investment Committee
BWC Board of Directors

FROM: Bruce Dunn, CFA, Chief Investment Officer

SUBJECT: Recommended Action Items
Commingled Passive | ndex M anager
Public Work-Relief Employees Fund/Marine Industry Fund

Backaround

Attached is a timeline summarizing events and actions taken by both the BWC
Investment Committee and Board of Directors with respect to the RFQ process for the
selection of an investment manager to serve as Intermediate Duration U.S. Fixed Income
Passive Index Manager for two ancillary trust funds. The current Investment Policy
Statement (IPS) states that the investment policy strategy target for these two ancillary
funds is to invest 99% of invested assets in intermediate duration fixed income assets
managed to the designated benchmark index. Such benchmark index is the Lehman
Intermediate U.S. Government/Credit Index. The current IPS also states that approval is
provided to invest the assets of these two funds on an interim basis in the institutional
money market fund currently utilized for the cash balance assets of BWC. All invested
assets of these two funds have been invested in the JPMorgan U.S. Government
ingtitutional money market fund since July 2007 in satisfaction of this interim investment

policy.

The purpose of the RFQ process to select a commingled passive index fixed income
manager for these two funds is to satisfy and fulfill the targeted investment strategy of
both funds. Such strategy achieves a close matching of the duration of assets and
liabilities for both funds, as the projected liabilities of both funds are between 3-4 years.
The investment policy benchmark index of these two funds has consistently been within
this duration range for many years. As a matter of information, the Lehman intermediate
duration fixed income benchmark index provided a weighted average yield to maturity of
4.50% as of November 7, 2008 as compared to a 7-day yield of 1.64% earned from the
JPMorgan institutional money market fund currently utilized for the two funds.

The BWC Chief Investment Officer (CIO) and BWC Director of Investments (DOI) have
had frequent communication with State Street Global Advisors (SSGA) since approval
was provided by the Board of Directors on August 29, 2008 to replace Barclays Global
Investors with SSGA to satisfy the RFQ mandate. The purpose of such communication
was to receive updates on its management of fixed income assets as well as its overall
securities lending program relevant to this investment mandate during the recent very
challenging and volatile market conditions. In addition, background checks are nearing
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completion on all identified SSGA personnel designated to have key involvement in the
management of either the core fixed income assets or the securities lending activity
associated with this investment mandate.

The CIO and DOI will be visiting the offices of SSGA in Boston prior to the November
2008 Investment Committee meeting in order to conduct a scheduled mandatory
quarterly outside investment manager meeting with the portfolio management teams
managing BWC assets invested in long duration fixed income assets and TIPS. During
this visit, the CIO and DOI will also meet with the portfolio management team involved
in the RFQ mandate for the two ancillary funds as well as with managers of the securities
lending team. An update on additional information learned from this visit will be
provided verbally by the CIO and DOI at the November 20 Investment Committee
meeting.

Summary

The financia crisis and significant deterioration in financial market and credit conditions
since August has prompted a reassessment of the advisability of proceeding with the
securities lending option associated with investing in the commingled passive indexed
managed fund offered by SSGA for the two ancillary funds. BWC has the option to
invest in this SSGA managed commingled fund approved by the BWC Board of
Directors without participating in its securities lending program. The current environment
of reduced liquidity, declining market values of collateral pools, especially securitized
assets, and elevated counterparty risks have contributed to escalate the challenges and
risks confronting securities lending programs. This has led to realized losses and
unrealized looses being incurred and reported recently by some prominent securities
lending programs and their participating investor clients.

It is the recommendation of the CIO that BWC not proceed with the securities lending
program offered by SSGA in association with its intermediate duration commingled
passive indexed managed fund approved for these two ancillary funds. This decision is
based largely on current market conditions and can be reassessed at some point in the
future with consent of the Investment Committee.

The CIO is very supportive of proceeding and contracting with SSGA for the
management of the core intermediate duration fixed income mandate for the two ancillary
funds, exclusive of securities lending, for the reasons reflected in the last page of the
RFQ summary report (provided herein as page 4) presented to the Investment Committee
and approved on August 28, 2008. It is anticipated al legal documentation and
background checks can be completed such that funding by the two ancillary funds for this
mandate can occur next month.
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Recommendation

It is recommended that investment in the approved Intermediate Duration Fixed Income
Commingled Passive Index Fund of State Street Global Advisors proceed to
implementation and funding for the Public Work-Relief Employees’ Fund and the Marine
Industry Fund.

It is also recommended that the Public Work-Relief Employees Fund and the Marine
Industry Fund suspend implementation of any securities lending program associated with
the approved Intermediate Duration Fixed Income Commingled Passive Index Fund of
State Street Global Advisors for the reasons described herein. The decision not to
participate in such securities lending program can be reassessed at a future time under
appropriate market conditions with consent of the Investment Committee.
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Recommended New Finalist
Intermediate Duration U.S. Fixed Income Passive Index Manager

State Street Global Advisors (SSgA)

. Very large passive IDFI manager based in Boston with approximately $18 billion under management in intermediate duration
Lehman government/credit benchmarked U.S. fixed income passive index managed commingled funds.

. Experienced and proven fixed income passive management team well known to BWC Investment Staff.

. Realized portfolio returns versus benchmark index averaged a narrow 2-3 basis points (27/1000 of 1%) per annum tracking error
(variance) over the past three years 2005 - 2007.

. Emphasis on controlled sampling of the credit portion of portfolio has resulted in tight performance history versus benchmark.

. Dedicated securities lending group, with an established risk control process focused on risk mitigation, has incurred no losses to
date from either counterparties or from an issuer owned in a cash collateral pool over the firm's 34 year history of securities
lending.

. Strong culture of fiduciary responsibility and internal compliance controls.

. Securities trading execution platform is one of the largest in the industry as the result of being one of the largest index fund

managers in the world.

. Per annum fee of 4 basis points of portfolio market value with 5% fee discount if total BWC assets under management with SSgA
is more than $4 billion (3.8 bp effective fee).

Fund Estimated Assets Annual Fee
Public Work-Relief Employees’ Fund $22MM $8,360
Marine Industry Fund $16MM $6,080

11/10/2008 14:30



RFQ Timeline of Events
Intermediate Duration U.S. Fixed Income Passive Index Manager

Investment Committee Meeting — April 24, 2008

BWC Chief Investment Officer (CIO) presented a summary report on the Request for Quotations (RFQ) process for the selection of an
Intermediate Duration U.S. Fixed Income Commingled Passive Index Manager for the Public Work-Relief Employees’ Fund and Marine Industry
Fund ancillary trust accounts. There were two qualified respondents to the RFQ, Barclays Global Investors (BGI) and State Street Global Advisors
(SSGA). After review and scoring of the RFQ proposals and subsequent discussions with both respondents, the RFQ Evaluation Committee
recommended to the Investment Committee that BGI be approved as the Finalist of the RFQ. Included in such recommendation was BWC
participation in the securities lending program of the Finalist offered to investors in this intermediate duration fixed income commingled fund.
Representatives from both the portfolio management and securities lending side of BGI appeared before the Investment Committee to present
information and answer questions. Approval of BGI as Finalist was provided by the Investment Committee on this date and by the BWC Board of
Directors on April 25, 2008.

Investment Committee Meeting — May 29, 2008

BWC CIO informed the Investment Committee that initial Finalist candidate BGI employs derivatives contracts, including swaps, in the
management of its securities lending dedicated cash collateral asset pool associated with the subject commingled fund under investment
consideration. This derivatives use was learned by the BWC investment staff members of the RFQ Evaluation Committee several weeks after the
subject fund was approved by the Board of Directors on April 25, 2008. The specific derivatives contracts employed by such Finalist are prohibited
investments per the current BWC investment policy statement (IPS).

Investment Committee Meeting — June 26, 2008

BWC CIO provided report on alternative investment options for these two ancillary trust funds. Discussion ensued on possible alternative courses
of actions. Mercer asked by Investment Committee to conduct research regarding alternative investment options.
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RFQ Timeline of Events
Intermediate Duration U.S. Fixed Income Passive Index Manager

Investment Committee Meeting — July 24, 2008

Mercer provided summary of search conducted of intermediate fixed income managers that could conceivably manage these trust funds without
use of derivatives on an economical basis. Mercer concluded Board of Directors should consider modifying current investment guideline so as to
permit controlled use of certain derivatives, allowing use by top tier commingled index fund providers such as two RFQ Finalist candidates. Mercer
asked by Investment Committee to present at next meeting a survey on derivatives use by other Ohio retirement funds, to provide an educational
session on derivatives types and purposes, and to provide proposed changes in IPS to permit derivatives use in certain applications.

Investment Committee Meeting — August 28, 2008

Mercer presented results of study on derivatives use permitted by a sample of Ohio and other public state funds, provided derivatives education
and proposed IPS revisions on derivatives use to Investment Committee for consideration. The Investment Committee on this date and the Board
of Directors on August 29, 2008 each approved recommended IPS revisions on derivatives recommended by Mercer with one added language
revision for clarification purposes. The BWC CIO provided an updated summary report on the RFQ process that includes a revised Finalist
recommendation of the RFQ Evaluation Committee. Such recommendation was for SSGA to serve as the new Finalist to replace BGI. Such
recommendation was the result of BGl employing the use of derivatives contracts in the management of its securities lending program whereas
SSGA has not employed the use of derivatives contracts for such purposes. The Investment Committee on this date and the Board of Directors on
August 29, 2008 rescinded the April 2008 action to approve BGI as the RFQ Finalist and subsequently approved SSGA as the new RFQ Finalist.
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DATE: November 10, 2008

TO: BWC Investment Committee
BWC Board of Directors

FROM: Bruce Dunn, CFA, Chief Investment Officer

SUBJECT: Annual Report on Performance and Value of each Investment Class

Purpose

Section 4121.12(F)(12) of the Ohio Revised Code states that the Board of Directors of
the Ohio Bureau of Workers' Compensation shall:

“Submit a report annually on the performance and value of each
investment class to the governor, the president and minority leader
of the senate, and the speaker and minority leader of the house of
representatives.”

Backaround

In response to ORC 4121.12(F)(12), the BWC Chief Investment Officer has prepared the
following Fiscal Year 2008 Annual Report on the performance and value of each
investment class of the BWC.

All asset values reflected in this Annual Report were obtained from the BWC financial
statements for fiscal year ended June 30, 2008. These financia statements were subject to
audit and are pending release from the Auditor of the State of Ohio. Performance rates of
return reflected in this Annual Report were, with one exception, obtained from the
outside investment performance vendor (JPMorgan) contracted by BWC staff. The one
exception pertained to rate of return on the equity securities owned by the Disabled
Workers Relief Fund and Coal Workers Pneumoconiosis Fund. This return was
obtained by the outside investment manager Northern Trust.

Action

The following Annual Report is presented by the BWC Chief Investment Officer for
review and consideration by the BWC Investment Committee and BWC Board of
Directors. The purpose of this Annual Report is to serve as the Annual Report to be
submitted by the BWC Board of Directors in satisfaction of its requirement to satisfy
ORC 4121.12(F)(12) for fiscal year 2008.

11/10/2008  13:00 1



BWC FY 2008 | nvestment Class Annual Report Comments

Total investment assets at fair value held by the Bureau were $17,284 million on June 30,
2008, an increase of $531 million when compared to $16,753 million on June 30, 2007.
The total rate of return on invested assets for the fiscal year 2008 ended June 30, 2008
was 4.7%. Net investment income reported for fiscal year 2008 was $720 million,
comprised of $877 million in interest and dividend income less $144 million in decrease
in fair value of investments and $13 million in investment expenses.

The asset allocation mix of the Bureau investment portfolio at fair value on June 30, 2008
was 79.4% bonds, 18.4% stocks and 2.2% cash and cash equivalents. This asset mix was
very similar to that of 79.6% bonds, 18.4% stocks and 2.0% cash and cash equivalents on
June 30, 2007.

The total fair value of the bond portfolio of the Bureau was $13,724 million on June 30,
2008 compared to $13,329 million on June 30, 2007. The tota rate of return of bonds
held by the Bureau was 9.2% for fiscal year 2008. Virtually all bonds owned during fiscal
year 2008 were passively managed by several index managers under contract to match
targeted benchmark index returns. A total fair value of $7,724 million of bonds or
approximately 56% of total bonds owned at fair value on June 30, 2008 represented
direct U.S. government obligations, including $3,663 million of U.S. Treasury inflation
index protected securities representing 27% of total bonds owned at fair value.

The total fair value of the equities portfolio of the Bureau was $3,180 million on June 30,
2008 compared to $3,089 million on June 30, 2007. The total rate of return of equity
securities owned by the State Insurance Fund for fiscal year 2008 was -13.1%. Such
equity securities had a fair value of $2,918 million on June 30, 2008 which represented
approximately 92% of the equities portfolio of the Bureau. Virtualy al of these equity
securities are invested in a passively managed S&P 500 index fund account. Two
additional trust funds (Disabled Workers Relief Fund and Coal Workers
Pneumoconiosis Fund) commenced investing in separately managed S& P 500 index fund
accounts at the end of September 2007 with a fair value of $278 million on September
30, 2007. The total rate of return of equity securities owned by these two trust funds was
-14.8% from September 2007 inception through June 30, 2008.

The remaining equities portfolio of the Bureau for fiscal year 2008 represents private
limited partnerships with a fair value of $15 million on June 30, 2008 compared to $456
million on June 30, 2007. The Bureau was in the process of selling all 68 of its private
equity partnerships under the direction of its contracted selling agent throughout fiscal
year 2008. A total of 66 private equity partnerships were sold in fiscal year 2008 for total
proceeds of $393 million, with all proceeds reinvested in the S&P 500 index fund
account.
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Total cash and cash equivalents (including short-term collateral) of the Bureau had a fair
value of $381 million on June 30, 2008 compared to $335 million on June 30, 2007. The
Bureau utilized a U.S. government money market fund offered by its custodian bank
throughout fiscal year 2008 to earn interest income on its short-term invested assets. The

total rate of return earned by the Bureau on its cash and cash-equivalent assets was 4.0%
for fiscal year 2008.

Prepared by Bruce Dunn, Chief Investment Officer
November 7, 2008
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Ohio Bureau of Workers' Compensation
Invested Assets Market Value Comparison
TOTAL FUNDS

Market Value % Market Value % Increase(Decrease) % Market Value % Increase (Decrease) %

Asset Sector Oct 31, 2008 Assets Sept 30, 2008 Assets Prior Month-End Change June 30, 2008 Assets Prior Fiscal Year-End Change
Bonds 12,470,693,698 81.3% 13,449,308,956 79.5% (978,615,258) -7.3% $13,917,829,156 79.8% (1,447,135,458) -10.4%
Equity 2,432,876,019 15.9% 2,920,601,007 17.3% (487,724,988) -16.7% 3,185,174,964 18.3% (752,298,945) -23.6%
Net Cash - OIM 15,196,392 0.1% 17,914,542 0.1% (2,718,150) -15.2% 31,217,754 0.2% (16,021,362) -51.3%
Net Cash - Operating 323,605,836 2.1% 440,734,852 2.6% (117,129,016) -26.6% 202,328,872 1.2% 121,276,964 59.9%
Net Cash - MIF, PWRF, SIEGF 97,240,479 0.6% 96,827,912 0.6% 412,567 0.4% 95,980,364 0.6% 1,260,115 1.3%

Total Net Cash 436,042,707 2.8% 555,477,306 3.3% (119,434,599) -21.5% 329,526,990 1.9% 106,515,717 32.3%
Total Invested Assets $15,339,612,424 100% $16,925,387,269 100% ($1,585,774,845) -9.4% $17,432,531,110 100% ($2,092,918,686) -12.0%

OIM: Outside Investment Managers

MIF: Marine Industry Fund; PWRE: Public Work-Relief Employees' Fund; SIEGF: Self-Insured Employers' Guaranty Fund

Market Value of Bonds and Stocks includes accrued investment income.

Net Cash includes the impact of net trade receivables/payables, accrued money market earnings, and accrued investment manager fees.

October/September 2008 Comparisons

« Net investment income in October 2008 was a negative $1,468 million representing a monthly net portfolio return of -8.74% (unaudited).

« Bond market value decrease of $978.6 mm comprised of $45.6 mm in interest income, $1,025.1 mm in net realized/unrealized losses ($16.6 mm net realized loss)
and $0.9 mm in OIM net bond purchases (decreasing net cash balances accordingly).

« Equity market value decrease of $487.7 mm comprised largely of $4.4 mm of dividend income, $492.8 mm in net realized/unrealized losses ($1.7 mm net realized loss)
and $1.8 mm in lower OIM net cash balances.

« Net cash balances decreased $119.4 mm in October 2008 largely due to decreased OIM cash balances ($2.7mm) and decreased operating cash balances ($117.1mm).
JPMorgan US Govt. money market fund had 30-day average yield of 1.90% for October 2008 (2.26% for Sep08) and 7-day average yield of 1.86% on 10/31/08 (2.14% on 9/30/08).

October 2008/June 2008 FYTD Comparisons

« Net investment income FYTD of a negative $2,212 million comprised of $327 mm of investment income, $2,538 mm of net realized/unrealized losses ($120 million net realized loss)

and $1 mm in fees, representing a FTYD net portfolio return of -12.55%.

« Bond market value decrease of $1,447 mm comprised of $301 mm in interest income and $1,763 mm of net realized/unrealized losses ($67 mm net realized loss),
reduced by $15 mm in lower OIM cash balances.

< Equity market value decrease of $752 mm comprised largely of $22 mm in dividend income and $775 mm in realized/unrealized losses ($53 mm net realized loss),
reduced by $1 mm in lower OIM cash balances.
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I Executive Summary

= At the end of the third quarter, the BWC held approximately $16.91
billion in assets, representing a decrease of $501.1 million over the
previous quarter’s balance of $17.41 billion.

= During the third quarter, the All Funds Composite returned -4.2%, and
outperformed the interim benchmark by approximately 20 basis points.

= Relative to the interim policy targets, the BWC’s total portfolio held an
underweight position in domestic equities and long duration fixed
income and overweight positions in TIPS, short term investments, and
miscellaneous investments.



I Recommendations and Observations

= We continue to maintain that diversification is additive to an overall portfolio’s
long term strategic asset allocation. We are currently evaluating specifically
where within BWC'’s portfolio additional diversification will be a benefit as we
complete the Asset Liability Study.

= Although, we are currently in an environment where most asset classes have
declined on an absolute basis, BWC’s heavy weighting to the fixed income
market (TIPS and Long Duration Bonds) reduced the magnitude of the overall
decline for the portfolio during the 3 Quarter 2008. The equity asset classes
had double digit declines.

= During the 37 Quarter 2008, higher quality securities have done far better than
speculative securities as we have seen a flight to quality amongst investors.
This is a reversal to recent history, where speculative securities were rewarded,
as fear of continued defaults and low consumer confidence abound.



Performance Benchmarks
Policy Weights — Long-Term, Interim, and Actual

The Long Term Policy Weights are the long term strategic weights that have been approved by the Board.

Since the BWC’s total portfolio is in the process of fully transitioning to the approved long term strategic weights as set forth in
the investment guidelines, the performance of the BWC Total Assets and the State Insurance Fund will be measured against an
Interim Policy benchmark. The Interim Policy represents the asset allocation that has been implemented. The benchmark will be
reset when the Board approves additional implementation steps in the investment program.

Asset Allocation Asset Allocation Asset Allocation
As of September 30, 2008 As of September 30, 2008 As of September 30, 2008
Long Term Policy Interim Policy Actual
M Large Domestic Equity 12.0% B Large Domestic Equity 20.0% Il Large Domestic Equity 17.3%
Small / Mid Dom Equity 3.0% Small / Mid Dom Equity 0.0% Small / Mid Dom Equity 0.0%
Il Non US Equity 5.0% m Non US Equity 0.0% Il Non US Equity 0.0%
M Long Duration 59.0% m Long Duration 59.0% [l Long Duration 58.7%
M High Yield 0.0% m High Yield 0.0% M High Yield 0.0%
m TIPS 20.0% m TIPS 20.0% m TIPS 21.2%
M Alternative Investments 0.0% M Alternative Investments 0.0% M Alternative Investments 0.0%
Cash Equivalents 1.0% Cash Equivalents 1.0% Cash Equivalents 2.7%
Miscellaneous 0.0% Miscellaneous 0.0% Miscellaneous 0.1%

Mercer




BWC Total Assets
3Q 2008 Performance Summary**

Annualized Returns

Inception to

Market Value Quarter 1 Year 2 Years Date
BWC Total Assets $16,914.6 42) % (3.7 % 0.8 % 3.4 %
BW(C Total Assets Policy Benchmark - (4.7) (3.3) 1.9 2.9
BWOC Total Assets Interim Benchmark (4.4)

The TIPS, cash equivalents and miscellaneous segments ended the quarter with overweight
positions versus the interim policy weights. Long duration fixed income and domestic
equities ended the quarter with underweight positions versus the interim benchmark.

** Performance is reported net of fees and excludes Private Equity. Please see page 20 for Private Equity returns

BWC Total Assets Interim benchmark

The interim benchmark for the BWC Total Assets is calculated by multiplying the asset class weights by the returns of the corresponding asset class benchmarks
and summing up the results. Interim Policy Weights are based on the following Board approved allocations: Large Cap Domestic Equity — 19.89% (S&P 500), Long
Duration Fixed Income — 58.67% (Lehman Long U.S. Government/Credit Index), Inflation-Protected Securities — 19.89% (Lehman U.S. TIPS), Cash — 1.32% (90-
Day T-Bill), Intermediate Duration Fixed Income — 0.22% (Lehman Intermediate US Government/Credit Index).

BWC Total Assets Policy benchmark

BWC Total Assets Long-Term Policy benchmark is comprised of the following allocations: Large Cap Domestic Equity — 12% (S&P 500), Small/Mid Cap Domestic
Equity — 3% (Wilshire 4500), Non-U.S. Equity — 5% (MSCI EAFE), Long Duration Fixed Income — 54% (Lehman Long U.S. Government/Credit Index), Inflation-
Protected Securities — 20% (Lehman U.S. TIPS), High Yield — 5% (Merrill Lynch High Yield Master Il), Total Alternative Investments — 0% (Wilshire 5000 + 5%),
Cash — 1% (90-Day T-Bill).



Economic Environment
Overview

Summary

» The advance estimate of annualized third-quarter GDP growth was —0.3%, following 2.8% growth in
the second quarter.

» The Federal Open Market Committee made no changes to the 2.00% Federal Funds Target Rate
during the quarter.

» Treasury yields shifted downward during the quarter as 3-month Treasury yields declined from 1.90%
at the end of June to 0.92% at the end of September. Likewise, 10-year Treasury yields declined from
3.99% in June to 3.85% at the end of the quarter.

= Consumer prices rose at an annual rate of 2.6% during the third quarter and 4.9% over the past 12
months, as measured by the Consumer Price Index.

= The unemployment rate rose to 6.1% from 5.5% at the end of the second quarter.

= The Consumer Confidence Index rebounded during the third quarter; however, the survey may not
have captured many of the financial market events taking place in September.

= Early in the quarter, oil prices climbed to over $147/barrel before dropping below $100/barrel in
September.

= The housing market, as measured by the National Association of Home Builders/Wells Fargo Housing
Market Index, hit an all-time low in July and August before recovering slightly in September.



Economic Environment
Overview

Key Issues /Potential Risks

» Global economic prospects, already weak, collapsed in September and October as the financial
crises spread worldwide.

» Recession risks in the US and Europe are a near certainty, while the growth in emerging markets will
slide considerably.

— ECB (Europe's counterpart to the Fed) cut interest rates by 50 bps
— The Bank of England cut rates by 150 bps

— Consumer confidence and trade sentiment remains low. The VIX, a measure of the cost of
protection, remains elevated at close to 68, which is off from high of 79.10 in October. A range
of below 20 is how this indicator of volatility in the market has traded over the last 5 years

» Liquidity has been a continual problem during the market crisis, however, we have started to see
some thawing in the credit markets

— The Ted Spread (Difference between LIBOR and 3-Month Treasuries) has narrowed to 2.03 from
its highs of 3.82 in September and 4.69 in October

— Short term cash market has seen an increase in liquidity over the last several weeks

» We expect recession level growth (-1.0% to 0.0%) into the middle part of next year. We expect a
slight recovery (0.5% to 1.0%) growth in the second half of 2009.

= Although deflationary pressures are considerable over the next few months, we expect liquidity will
improve and keep inflation in the 1.0% to 2.0% range for 2009. Over the longer term, we expect a
continuation of current of monetary policy, however, we also anticipate a move towards the utilization
of fiscal policy to aid the economy going forward.



Economic Environment
Overview

Key Issues /Potential Risks

= Employment growth, a lagging indicator, will not rebound as quickly as the economy or the capital
markets. We expect unemployment to reach 8.0% in late 2009.

= Many of the imbalances that affected the dollar in previous years—high trade deficits, higher energy
prices, excessive US consumption—have moderated and are in the stages of correcting.

= Capital markets as a whole are moving towards more fairly valued valuations.

» Treasury rates at the short end will remain low throughout much of 2009. The yield curve is relatively
steep, auguring economic improvement in 2009. We expect credit spreads to narrow, but remain
above historic averages well into 2010.

= Commodities have continue to react to the market, with oil priced at the mid to high $50’s from its
high of $147 a barrel seen during the last 18 months.



Capital Markets Overview
Fixed Income Market Performance

Performance by Maturity and Sector

O Quarter
B Trilg Year
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A number of unprecedented events rattled the bond market during
the quarter. The government de-privatized Fannie Mae and
Freddie Mac, rescued AIG, and seized and brokered the sale of
Washington Mutual. Merrill Lynch and Wachovia were acquired
and Lehman Brothers went bankrupt. The Lehman Brothers
Aggregate Bond Index fell 0.5%.

Treasuries, up 2.3% for the quarter, outperformed all spread
sectors as investors fled to safety.

The Lehman Brothers Credit Index lost 6.4% during the quarter.
Long-term bonds underperformed intermediate-term maturity
issues. By quality, A-rated bonds were the weakest performers,
losing 10.1%, followed by Aa-rated issues, which fell 5.0%. On
average, credit spreads widened 155 basis points during the quarter.

The Lehman Brothers MBS Index gained 1.9% for the quarter,
while CMBS and ABS issues gave up 5.8% and 3.7% respectively.

Performance by Issuer
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Capital Markets Overview
Domestic Equity Market Performance

Market Index Performance = Turmoil in the financial markets and uncertainty over the

100 [ m@saps00 Small cap stocks continue to government’s bailout plan roiled the stock market in the third
o0 Vale lead large caps over the long quarter. The S&P 500 Index was down 8.4%, while the Russell

501 | Breoirioo o term. ﬂ 1000 Index lost 9.3%.

00 4 S ‘ || = Small cap stocks, down 1.1%, outperformed large and mid cap

stocks by a wide margin.

50 = Value outperformed growth across all market capitalizations

during the quarter. Large cap growth stocks were down 12.3%,
while large cap value stocks lost 6.1%. Small cap value stocks, up
5.0%, were the strongest performers.

-10.0

= Energy and materials were the weakest-performing sectors,
losing 26.7% and 24.9% respectively. Consumer staples held up
250 best, returning 4.1%.
Quarter 1-year 3-years 5-years

-20.0 -

International Equity Market Performance

Regional Performance for the Quarter = The financial crisis wreaked havoc on international equity markets

6 B Local as the MSCI EAFE Index declined 14.4% in September, its worst

B Currency monthly return since January 1970. For the quarter, the Index was

down 20.5% in dollar terms and 13.0% in local currency terms.
.
-6 -
-8.7
129 137107
-13.0

-24

= The Pacific region was down 20.0% for the quarter. Japan posted
a 17.6% loss, while the Pacific ex Japan region declined 25.0%.

= The European region fell 20.7% during the quarter, with all
countries reporting double-digit losses. The U.K. was down
21.0%, while Germany and France lost 20.6% and 18.9%
respectively.

=  The emerging markets plunged 26.9% during the quarter. The EM
Europe region posted the weakest results, losing 36.0%. The EM
-20.8 Latin America and EM Asia regions fell 326% and 23.0%

respectively.

EAFE Europe Japan Pacific x Japan Em g Mkts

Mercer




BWC Total Assets
3Q 2008 Performance Summary

Historical Total Market Value (in billions)*

1850 oo 1798

18.00 - 17.68 17.42

17.50 17.02 17.14

17.00 | 1630 4543 16.79 16.85 1091
16.50 - 16.12 16.23

16.00

15.50 - I

15.00 - ‘ ‘

3Q  4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q
2005 2005 2006 2006 2006 2006 2007 2007 2007 2007 2008 2008 2008

Time

$ billions

*Custodian reported market values, including private equity.



BWC Total Assets — U.S. Equity, Long Duration and TIPS
3Q 2008 Performance Summary
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BWC Total Assets
3Q 2008 Performance Summary

Performance 3Q08
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BWC Total Assets
3Q 2008 Performance Summary**

Annualized Returns*

% of

Market Total Inception to

Value Fund Quarter 1 Year 2 Years Date
BWC Total Assets $ 16,9146 1000 % (42) % 3.7 % 0.8 % 34 %
BW(C Total Assets Policy Benchmark (4.7) (3.3) 1.9 29
BW(C Total Assets Interim Benchmark (4.4) -- -- -
State Insurance Fund Total 15,506.1 917 (4.2) -3.8 0.8 34
SIF Policy Benchmark (4.8) -3.5 1.8 29
SIF Interim Benchmark (4.4)
Long Duration Bond Total 9,098.3 58.7 (3.5) - - 09
SSGA LDFI 7,5894 489 (3.5) 7.4 - 09
BGILDFI 1,508.9 97 (3.5) 6.9 - 06
Lehman Brothers U.S. Gov/Credit-Long Term (3.4) -0.4 1.6 08
TIPS Total 3,568.3 211 (3.4) - -- 49
SSGA TIPS 3,2848 194 (3.4) 6.4 -- 11.7
Lehman Brothers US Treasury: US TIPS (3.5) 6.2 56 50
Public Equity Portfolio Total 2,9134 172 (8.3) - - (11.9)
NT S&P 500 Index 2,686.8 159 (8.3) -- - (10.2)
S&P 500 - Total Return Index (8.4) (22.0) (4.7) (22.0)
Miscellaneous Composite 105 01 17.0 - - 17.3
Cash Composite 5281 3.1 0.6 -- -- 21

* Reported Net-of-fees.

** Performance excludes Private Equity. Please see page 20 for Private Equity returns

Miscellaneous composite is comprised of a transition account, coin account and miscellaneous holdings account.
Please refer to Appendix for composite inception dates.



BWC Total Assets - U.S. Equity, Long Duration and TIPS
3Q 2008 Performance Summary*

Performance 3Q08
0.0
. (2.0) 1
X
£ (40)- (34)  (3.5) (35)  (3.4) (35)  (34)
®
8 (6.0)
3
(8.0) ~
(8.3) (8.4) Quarter
(10.0) - SSgAUS TIPS G4
' Lehman Brothers US Treasury: US TIPS (3.5)
SSgA US TIPS Northem Trust S&P 500 (8.3)
# [ ehman Brothers US Treasury: US TIPS S&P 500 (8.4)
Northern Trust S&P 500
f gg‘gp A5ESFI SSgA LDFI (3.5)
Leh Broth .S. jt-L T 4
B [ehman Brothers U.S. Gov/Credit-Long Term ehman Brothers U.S. Gov/Credt-Long Term 3-4)
= BGI LDFI
@ [ehman Brothers U.S. Gov/Credit-Long Term BGI LDFI (3.5)
Lehman Brothers U.S. Gov/Credit-Long Term (3.4)

*Gross of fees



BWC Total Assets - U.S. Equity
3Q 2008 Performance Summary

= The Public Equity portfolio is comprised of the SIF Northern Trust S&P 500 Index
Fund, the Black Lung Northern Trust S&P 500 Index Fund and the DWRF Northern
Trust S&P 500 Index Fund:

— During the third quarter, Northern Trust returned -8.3% and outperformed
the benchmark (the S&P 500 Index) by 10 basis points.

— At the end of the quarter, Northern Trust ranked in the 35th percentile* of the Mercer
US Equity Large Cap Core Universe.

— In the third quarter, most large capitalization core active managers underperformed
the S&P 500 Index, hence Northern Trust’s ranking in the 35™ percentile of the
Mercer US Equity Large Cap Core Universe.

* A ranking in the 15! percentile denotes strong performance i.e. a manager has outperformed 99 percent of the peer group universe. Conversely, a ranking in the 99" percentile
denotes lagging performance i.e. a manager has only outperformed 1 percent of the peer group universe. For Index funds a 50" percentile is in-line with expectations as an index
should perform within a very small tracking error to the benchmark.



BWC Total Assets - Long Duration Fixed Income
3Q 2008 Performance Summary

= The Long Duration Bond Total is comprised of the State Insurance Fund Long Duration
Composite, the Disabled Workers Long Duration Composite and the Black Lung Long
Duration Composite. The Long Duration Bond Total underperformed compared to the
benchmark during the quarter:

— During the quarter, the SSgA Long Duration portfolio returned -3.5% while the Lehman
Brothers US Long Govt / Credit index returned -3.4%.

— At the end of the third quarter, State Street’s Long Duration portfolio ranked in the 415t
percentile* of the Mercer US Fixed Long Duration Universe (in line with our
expectations).

— For the trailing one year period (ending September 30, 2008), SSgA has outperformed
the Lehman Brothers US Long Govt / Credit index by 20 basis points.

— Over the trailing 3 months (ending September 30, 2008) Barclays returned -3.5% and
trailed the benchmark by 10 basis points.

— At the end of the third quarter, Barclay’s Long Duration portfolio ranked in the 41st
percentile* of the Mercer US Fixed Long Duration Universe (in line with our
expectations).

— For the trailing one year period (ending September 30, 2008), Barclays has
approximated the Lehman Brothers US Long Govt / Credit index.

* A ranking in the 15! percentile denotes strong performance i.e. a manager has outperformed 99 percent of the peer group universe. Conversely, a ranking in the 99" percentile
denotes lagging performance i.e. a manager has only outperformed 1 percent of the peer group universe. For Index funds a 50" percentile is in-line with expectations as an index
should perform within a very small tracking error to the benchmark.



BWC Total Assets - TIPS
3Q 2008 Performance Summary

= The TIPS Total is composed of the State Insurance Fund TIPS Composite, Disabled
Workers Relief Fund TIPS Composite and the Black Lung TIPS Composite. The TIPS
Composite is solely invested in the SSgA U.S. TIPS Strategy:

— Over the trailing 3 months (ending September 30, 2008) the US TIPS Fund returned
-3.4% and outperformed the Lehman Brothers US TIPS Index which returned -3.5%.



State Insurance Fund
3Q 2008 Performance Summary

Asset Allocation Asset Allocation Asset Allocation
As of September 30, 2008 As of September 30, 2008 As of September 30, 2008
Long Term Policy Interim Policy Actual
B Large Domestic Equity 12.0% H Large Domestic Equity 20.0% B Large Domestic Equity 17.3%
Small / Mid Dom Equity 3.0% Small / Mid Dom Equity 0.0% Small / Mid Dom Equity 0.0%
Il Non US Equity 5.0% M Non US Equity 0.0% M Non US Equity 0.0%
I Long Duration 54.0% M Long Duration 59.0% M Long Duration 58.7%
W High Yield 5.0% M High Yield 0.0% W High Yield 0.0%
m TIPS 20.0% m TIPS 20.0% m TIPS 21.2%
M Alternative Investments 0.0% M Alternative Investments 0.0% M Alternative Investments 0.0%
Cash Equivalents 1.0% Cash Equivalents 1.0% Cash Equivalents 2.7%
Miscellaneous 0.0% Miscellaneous 0.0% Miscellaneous 0.1%

Mercer




State Insurance Fund
3Q 2008 Performance Summary

= The State Insurance Fund Total has assets of approximately $15.51 billion at the end of
the second quarter representing a decrease of $435.5 million over the previous quarter.

= The State Insurance Fund returned -4.2% in the third quarter and outperformed the
Interim benchmark (-4.4%).

= At the end of the second quarter, relative to its Interim benchmark, the State Insurance
Fund Total held an underweight position in domestic equities and long duration fixed
income while the fund held overweight positions in TIPS, cash and miscellaneous
investments.



State Insurance Fund
3Q 2008 Performance Summary

Annualized Returns

Inception to

Market Value Quarter 1 Year 2 Years Date
State Insurance Fund Total 15,506.1 4.2) % 3.8 % 0.8 % 3.4 %
SIF Policy Benchmark - (4.8) -3.5 1.8 2.9
SIF Interim Benchmark (4.4)

SIF Interim Benchmark

The State Insurance Fund interim benchmark is calculated by multiplying the asset class weights by the returns of the corresponding asset class benchmarks and
summing up the results. Interim Policy Weights are based on the following Board approved allocations: Large Cap Domestic Equity — 20% (S&P 500), Long Duration
Fixed Income — 59% ( Lehman Long U.S. Government/Credit Index), Inflation-Protected Securities — 20%(Lehman U.S. TIPS), Cash — 1% (90-Day T-Bill).

SIF Policy Benchmark
= The State Insurance Fund Long-Term Policy benchmark is comprised of the following allocations: Large Cap Domestic Equity — 12% (S&P 500), Small/Mid Cap

Domestic Equity — 3% (Wilshire 4500), Non-U.S. Equity — 5% (MSCI EAFE), Long Duration Fixed Income — 54%(Lehman Long U.S. Government/Credit Index), High

Yield — 5% (Merrill Lynch High Yield Master Il), Inflation-Protected Securities — 20% (Lehman U.S. TIPS). Total Alternative Investments — 0% (Wilshire 5000 + 5%),
Cash — 1% (90-Day T-Bill).



*Performance Measurement Periods:

Private Eq u Ity Buyout Fund: May 1999 - Jun 2008
2Q 2008 Pe rformance Su m mary** Fund of Funds: Dec 2000 - Jun 2008

Mezzanine Funds: Oct 1998 - Jun 2008
Venture Capital: Dec 2000 - Jun 2008

Upper Quartile® Median  Lower Quartile
Buyout Fund Total $282,497,067 $241,461,056 $330,729,240 $0 14.10% 18.00% 8.00% 0.00%
~und of Funds Total $100,000,000 $79,267,336 $80,566,136 $0 3.01% -0.13% -4.64% -14.12%
Vlezzanine Total $60,000,000 $63,433,079 $66,254,425 $0 -1.46% 12.80% 7.30% 1.30%
Venture Capital Total $371,642,000 $289,647,389 $234,120,067 $3,215,947 -11.47% 15.00% 4.90% -2.10%
15.70% 6.20% -1.30%

= As of June 30, 2008, the Ohio BWC'’s total private equity portfolio had an estimated internal rate of
return (IRR) of 2.09%. This return was below the median IRR of 6.20%.**

= The buyout fund’s composite IRR (as of June 30, 2008) was 14.10% as compared to an 8.00%
median IRR for buyout funds with similar vintage years.

= The Ohio BWC’s fund-of-fund composite IRR (as of June 30, 2008) was 3.01% as compared to a
-4.64% median IRR for fund-of-funds with similar vintage years.

= The BWC’s mezzanine fund composite IRR (as of June 30, 2008) was -1.46% as compared to a
7.30% median IRR for mezzanine funds with similar vintage years.

= The BWC'’s venture capital partnerships had an overall composite level IRR of -11.47% at the end
of the second quarter in 2008 and trailed the 4.90% median IRR for venture capital funds with
similar vintage years.

**Calculated using Venture Xpert's IRR data by vintage year for all private equity weighted according to the BWC'’s weighted average allocation by vintage year.
Please refer to the performance disclosures in the Appendix.



Appendix




Appendix
Inception Dates

Composite Inception Date *
BWC Total Assets July-05

State Insurance Fund Total July-05

Long Duration Bond Total January-08

TIPS Total January-08

Public Equity Portfolio Total January-08
Miscellaneous Composite January-08

Cash Composite January-08

* Denotes commencement day of performance measurement



Private Equity
Performance Disclosures

1) BWC contributions to date (June 30, 2008) reflect all contributions made to the general partner for each
fund. These amounts may not represent the funded amount against the commitment, as not all
contributions are applicable towards the committed amount.

2) Market values utilized are provided by the general partner, when available. In the instances when
managers did not provide market values as of June 30, 2008, estimates were calculated using actual
market values as of the last date the market value was provided rolled forward to June 30, 2008,
accounting for contributions and distributions during the interim time period.

3) As a benchmarking measure, the upper quartile, median, and lower quartile of IRRs at the composite
level is presented for each fund category as taken from Venture Xpert. Data is as of June 30, 2008.
Venture Xpert’s returns are representative of the following periods:

Buyout Fund: 1999-2008
Fund of Funds: 2000-2008
Mezzanine Funds: 1998-2008
Venture Capital: 2000-2008

Total: The total upper quartile, median quartile, and lower quartile values are weighted average IRRs
calculated by taking Venture Xpert’'s upper, median, and lower quartile by vintage year and weighting
those values according to BWC’s weighted average allocation by vintage year for their private equity
portfolio.



I Important Information, Datasource Acknowledgements and Disclaimers

Investment advisory services provided by Mercer Investment Consulting, Inc.
Returns for periods greater than one year are annualized. Returns are calculated gross of investment management fees, unless noted.
Style analysis graph time periods may differ reflecting the length of performance history available.

Information and opinions are as of the date indicated, and are subject to change. This report contains confidential and proprietary information of Mercer and is
intended for the exclusive use of the client to whom it is provided by Mercer. The report, and any opinions relating to investment products it contains, may not be
modified, sold or otherwise provided, in whole or in part, to any other person or entity without Mercer’s prior written permission. This report contains information
relating to investment management firms that has been obtained from those investment management firms and other sources believed to be reliable. Mercer
makes no representations or warranties as to the accuracy of such information, and accepts no responsibility or liability (including for indirect, consequential or
incidental damages) for any error, omission or inaccuracy in such information.

Opinions regarding investment managers or products contained herein are not intended to convey any guarantees as to the future investment performance of
these managers or products. Past performance cannot be relied upon as a guide to future performance. The value of your investments can go down as well as up,
and you may not get back the amount you have invested. Investments denominated in a foreign currency will fluctuate with the value of the currency. Certain
investments, such as securities issued by small capitalization, foreign and emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry
additional risks that should be considered before choosing an investment manager or making an investment decision.

Mercer Relationships

Mercer is a business unit within Marsh & McLennan Companies, Inc. (“MMC”), a Fortune 500° company. MMC is a large, diversified financial services company,
and as such potential conflicts of interest are inherent in its many businesses. Certain of the investment managers that are rated, reviewed, and/or recommended
by Mercer may, in the ordinary course of business, also be clients, or affiliated with clients, of Mercer or its affiliates. Mercer believes it has taken appropriate steps
to minimize or eliminate the likelihood that its recommendations of investment managers to clients will be influenced by other business relationships those
investment managers or their affiliates may have with Mercer or its affiliates.

Mercer is affiliated with Mercer Global Investments which provides investment management services to institutional clients, among others. As an investment
consulting firm, Mercer seeks to evaluate affiliated investment managers objectively. Mercer will not make recommendations to its clients with respect to these
firms unless doing so is permitted by applicable law and the affiliation is disclosed to our clients at the time the recommendation is made and thereafter as
warranted. Affiliated investment management firms are not given a preference over other firms in Mercer’'s recommendations to clients.

Please see Part Il of Mercer's Form ADV for additional disclosures regarding Mercer. Please contact your consultant if you would like a copy of this document.

Universe Notes

Mercer Manager Universes are constructed using the performance composites submitted by investment managers to Mercer's Manager Research Group for
evaluation. In the case of Mercer Mutual Fund Universes, Mercer uses performance data provided by Morningstar, Inc. On a quarterly basis, each portfolio or fund
is reviewed and, based on Mercer’s professional judgment, placed within the appropriate Universe which contains similarly managed portfolios or funds. Percentile
rankings are derived from within each Universe. Universe performance is calculated by sorting the returns from highest to lowest for each unique time period. The
highest return is assigned the rank of zero (0), and the lowest the rank of 100. Depending on the number of observations between these two points, the remaining
results are normalized to create percentile rankings.



Percentile rankings for managers, funds or indices in performance floating bar exhibits may not match Universe percentiles due to rounding. Only performance
composites submitted by investment managers by Mercer’s deadline for a particular quarter are included in that quarter’s Manager Universe calculation.
Composites submitted after the deadlines are included in the Manager Universe at Mercer’s discretion. Because Mercer Manager Universes are based upon
information voluntarily provided by investment managers, to the extent higher or lower performing investment managers do not submit information to Mercer, the
percentile rankings may not reflect as accurate an indication of an investment manager’s performance relative to all of its peers than otherwise would be the case.

THE FOLLOWING PROVISIONS APPLY TO DATA OR OTHER SERVICES PROVIDED BY THE FOLLOWING COMPANIES: Where “End User” appears before
the Vendor name, a direct end-user license with the Vendor is required to receive some indices. You are responsible for ensuring you have in place all such
licenses as are required by Vendors.

BARCLAYS: © Barclays Bank PLC 2008. This data is provided by Barclays Bank PLC. Barclays Bank PLC and its affiliated companies accept no liability for the
accuracy, timeliness or completeness of such data which is provided “as is.” All warranties in relation to such data are hereby extended to the fullest extent
permitted under applicable law.

BLACKROCK: “BlackRock Solutions” is the provider of the Services hereunder identified as coming from BlackRock.

BLOOMBERG L.P.: © 2008 Bloomberg L.P. All rights reserved. BLOOMBERG, BLOOMBERG PROFESSIONAL, BLOOMBERG FINANCIAL MARKETS,
BLOOMBERG NEWS, BLOOMBERG TRADEMARK, BLOOMBERG BONDTRADER, AND BLOOMBERG TELEVISION are trademarks and service marks of
Bloomberg L.P. a Delaware Limited Partnership.

CITIGROUP GLOBAL MARKETS (formerly SALOMON SMITH BARNEY): Smith Barneys'vI and Citigroup Global Equity Index®™ are service marks of Citigroup
Inc. "BECAUSE ACCURACY COUNTS®" is a registered service mark of Citi%roup Inc. FloatWatch © is a trade mark of Citigroup Inc. Citigroup Global Equity Index
SystemSM, Citigroup Broad Market Index™, Citigroup Primary Market Index™", Citigroup Extended Market Index®V, Citigroup Cap-Range Index™, Citigroup
Internet Index (NIX)SM, Citigroup Style Indices (Growth/VaIue)SM, Citigroup Property Index® are service marks of Citigroup Inc. © 2008 Citigroup Inc All rights
reserved. Any unauthorized use, duplication or disclosure is prohibited by law and may result in prosecution. Citigroup, including its parent, subsidiaries and/or
affiliates ("the Firm"), usually makes a market in the securities discussed or recommended in its report and may sell to or buy from customers, as principal,
securities discussed or recommended in its report. The Firm or employees preparing its report may have a position in securities or options of any company
discussed or recommended in its report. An employee of the Firm may be a director of a company discussed or recommended in its report. The Firm may perform
or solicit investment banking or other services from any company discussed or recommended in its report. Securities recommended, offered, or sold by SSB: (i)
are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured depository institution (including Citibank); and
(iii) are subject to investment risks, including the possible loss of the principal amount invested. Although information has been obtained from and is based upon
sources SSB believes to be reliable, we do not guarantee its accuracy and it may be incomplete or condensed. All opinions and estimates constitute SSB’s
judgment as of the date of the report and are subject to change without notice. Its report is for informational purposes only and is not intended as an offer or
solicitation for the purchase or sale of a security. Its report does not take into account the investment objectives or financial situation of any particular person.
Investors should obtain advice based on their own individual circumstances before making an investment decision.

CMS BONDEDGE: Certain Fixed Income Data and Analytics Provided Courtesy of Capital Management Science’s BondEdge System.
CREDIT SUISSE FIRST BOSTON LLC. (CSFB): © 1996 — 2008 Credit Suisse First Boston LLC and/or its affiliate companies. All rights reserved.

Dow Jones: The Dow Jones Indexes™ are proprietary to and distributed by Dow Jones & Company, Inc. and have been licensed for use. All content of Dow
Jones Indexes™ © 2008 is proprietary to Dow Jones & Company, Inc.



Dow Jones Wilshire: The Dow Jones Wilshire Indexes®" are jointly produced by Dow Jones & Company, Inc. and Wilshire Associates, Inc. and have been
licensed for use. All content of the Dow Jones Wilshire Indexes™™ © 2008 is proprietary to Dow Jones & Company, Inc. & Wilshire Associates Incorporated.

“End User” FTSE™ : is a trade mark of the London Stock Exchange PLC and The Financial Times Limited and is used by FTSE International Limited under
license. Russell Investment Group Europe Ltd is licensed by FTSE International Limited to distribute FTSE Advanced Service and other FTSE indices. FTSE shall
not be responsible for any error or omission in FTSE data. All copyright and database rights in FTSE products belong to FTSE or its licensors. Redistribution of the
data comprising the FTSE products is not permitted. You agree to comply with any restrictions or conditions imposed upon the use, access, or storage of the data
as may be notified to you by FTSE or Russell/Mellon Europe Ltd. You are not permitted to receive the FTSE Advanced Service unless you have a separate
agreement with FTSE. “FTSE™”, “FT-SE™” and “Footsie™” are trade marks of London Stock Exchange PLC and The Financial Times Limited and are used by
FTSE International Limited under license.

The FTSE Private Investor Indices are owned and calculated by FTSE International and are produced in association with APCIMS (Association of Private Client
Investment Managers and Stockbrokers). © FTSE International Limited 2008.

The UK Value and Growth Indices are owned and calculated by FTSE International Limited in association with Russell Investment Group. © FTSE International
Limited 2008.

RUSSELL INVESTMENT GROUP: Russell Investment Group is the source and owner of certain of the data contained or reflected in this material and all
trademarks and copyrights related thereto. The material may contain confidential information and unauthorized use, disclosure, copying, dissemination or
redistribution is strictly prohibited. This is a user presentation of the data. Russell Investment Group is not responsible for the formatting or configuration of this
material or for any inaccuracy in presentation thereof. Returns and security data for the Russell indices are provided by Mellon Analytical Solutions. Russell indices
are trademarks/service marks of the Russell Investment Group. Russell® is a trademark of the Russell Investment Group.

HFRI: Source: Hedge Fund Research, Inc., © HFR, Inc. 2008, www.hedgefundresearch.com.

JPMORGAN: The JPMorgan EMBI Index (i) is protected by copyright and JPMorgan claims trade secret rights, (ii) is and shall remain the sole property of
JPMorgan, and (iii) title and full ownership in the JPMorgan EMBI Index is reserved to and shall remain with JPMorgan. All proprietary and intellectual property
rights of any nature, including patents, copyrights, trademarks and trade secrets regarding the JPMorgan EMBI Index, and any and all parts, copies, modifications,
enhancements and derivative works are owned by, and shall remain the property of JPMorgan and its affiliates. The JPMorgan EMBI Index and related materials
and software were developed, compiled, prepared and arranged by JPMorgan through expenditure of substantial time, effort and money and constitute valuable
intellectual property and trade secrets of JPMorgan. The JPMorgan EMBI Index shall not be used in a manner that would infringe the property rights of JPMorgan
or others or violate the laws, tariffs, or regulations of any country.

LEHMAN BROTHERS: The Lehman Indices are a proprietary product of Lehman. Lehman shall maintain exclusive ownership of and rights to the Lehman Indices
and that inclusion of the Lehman Indices in this Service shall not be construed to vest in the subscriber any rights with respect to the Indices. The subscriber
agrees that it will not remove any copyright notice or other notification or trade name or marks of Lehman that may appear in the Lehman Indices and that any
reproduction and/or distribution of the Lehman Indices (if authorized) shall contain such notices and/or marks.

MERRILL LYNCH: The Merrill Lynch Indices are used with permission. © 2008, Merrill Lynch, Pierce, Fenner & Smith Incorporated. All rights reserved. The Merrill
Lynch Indices may not be copied, used, or distributed without Merrill Lynch’s prior written approval.

This Product is not sponsored, endorsed, sold or promoted by Merrill Lynch. Merrill Lynch makes no guarantees, representations or warranties of any kind,
express or implied, to any person, including, without limitation, any member of the public regarding the use of the Indices in the Product, the advisability of
investing in securities generally or of the ability of the Index to track any market performance. Merrill Lynch’s only relationship to Mellon Analytical Solutions or any



other person or entity in respect to this Product is limited to the licensing of the Merrill Lynch Indices, which are determined, composed, and calculated by Merrill
Lynch without regard to Mellon Analytical Solutions or this Product. Merrill Lynch retains exclusive ownership of the Indices and the programs and trademarks
used in connection with the Indices. Merrill Lynch has no obligation to take the needs of Mellon Analytical Solutions or the purchasers, investors or participants in
the Product into consideration in determining, composing or calculating the Indices, nor shall Merrill Lynch have any obligation to continue to calculate or provide
the Indices in the future. Merrill Lynch may, in its absolute discretion and without prior notice, revise or terminate the Indices at any time. IN NO EVENT SHALL
MERRILL LYNCH OR ANY OF ITS PARTNERS, AFFILIATES, EMPLOYEES, OFFICERS, DIRECTORS OR AGENTS HAVE ANY LIABILITY TO ANY PERSON
OR ENTITY FOR ANY INDIRECT, PUNITIVE, SPECIAL, OR CONSEQUENTIAL DAMAGES, INCLUDING LOST PROFITS.

MOODY’S INVESTORS SERVICE: Moody’s © 2008, Moody’s Investors Service, Inc. (“Moody’s). Moody’s ratings (“Ratings”) are proprietary to Moody’s or its
affiliates and are protected by copyright and other intellectual property laws. Ratings are licensed to Distributor by Moody’s. RATINGS MAY NOT BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED
FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY
PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. Moody's® is a registered trademark of Moody’s Investors Service, Inc.

MORNINGSTAR™: Portions of this report are © 2008 Morningstar, Inc. All rights reserved. Part of the information contained herein: (1) is proprietary to
Morningstar and/or its content and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.
Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. Morningstar is a trademark of
Morningstar, Inc.

MSCI®: Portions of this report are © MSCI 2008. Unpublished. Al Rights Reserved. This information may only be used for your internal use, may not be
reproduced or redisseminated in any form and may not be used to create any financial instruments or products or any indices. This information is provided on an
“as is” basis and the user of this information assumes the entire risk of any use it may make or permit to be made of this information. Neither MSCI, any of its
affiliates or any other person involved in or related to compiling, computing or creating this information makes any express or implied warranties or representations
with respect to such information or the results to be obtained by the use thereof, and MSCI, its affiliates and each such other person hereby expressly disclaim all
warranties (including, without limitation, all warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any other person involved in
or related to compiling, computing or creating this information have any liability for any direct, indirect, special, incidental, punitive, consequential or any other
damages (including, without limitation, lost profits) even if notified of, or if it might otherwise have anticipated, the possibility of such damages. MSCl is a registered
trademark of MSCI, Inc.

NAREIT: NAREIT® is the exclusive registered mark of the National Association of Real Estate Investment Trusts.

NCREIF: All NCREIF Data — Copyright by the National Council of Real Estate Investment Fiduciaries. This information is proprietary and may not be reported in
whole or in part without written permission.

MELLON ANALYTICAL Solutions: Portions of this report are © 2008 /Mellon Analytical Solutions, LLC.

STANDARD & POOR'’S: Standard & Poor’s information contained in this document is subject to change without notice. Standard & Poor’s cannot guarantee the
accuracy, adequacy or completeness of the information and is not responsible for any errors or omissions or for results obtained from use of such information.
Standard & Poor’'s makes no warranties or merchantability or fithess for a particular purpose. In no event shall Standard & Poor’s be liable for direct, indirect or
incidental, special or consequential damages from the information here regardless or whether such damages were foreseen or unforeseen.

WILSHIRE ASSOCIATES: © 2008 Wilshire Associates Incorporated.
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The BWC Portfolio was fairly well diversified across 68 US focused partnerships

Restoring Operational Excellence  Ohio &

spread across venture, buyout, mezzanine and fund of funds asset categories.

Portfolio Overview As of March 2005

Fund Type by Market Value

Total Number of Funds

Total Number of GPs
Original Commitment amount
Capital Calls Funded
Unfunded Amount (est.)

% Approximately Drawn
BWC Market Value

Largest Fund Exposure
(Market Value)

68

54
$813,450,000
$409,390,000
$404,060,000
50.3%
$330,088,000

$25,917,000

lMezzanine Fund of Funds
% Funds 7 Funds
7% 10%

Buyout
21Funds

31%

Venture
35 Funds
52%

+ The BWC Portfolio was relatively young with a total unfunded commitment of 50%

Vintages ranged from 1998 to 2005 with no new commitments after 2005

% ownership positions ranged from 99% to 0.4%
Commitment by fund ranged from $25 M to $0.5 M

+ The 25 largest funds in the portfolio represented approximately 75% of the total market value

Generally recognizable funds commanded attention In the market place
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PE Sale Timeline
PE Sale

BWC selects UBS to be
the sell-side advisor

August, 2006

- - October, 2008
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Total Portfolio Bidders

- Bureau of Workers’
Ohlo ‘ Compensation

UBS Investment Bank
Two Stage Auction Approach

Prescreen Stage

XX
Buyout Prospective
Bidders

Mezzanine
Initial Auction Stage

Sub Portfolio Bidders

L. Ventue | [ X Bidders |
X 1 Buyout ] | X Bidders |
Bidders I Mezzanine I | X Bidders |
:u. ds I X Bidders
— ——
Final Auction Stage
I Venture I I X Bidders I
X | Buyout | | X Bidders |
Bidders :
| Mezzanine | | X Bidders 1
X Bidders |

s B




- Bureau of Workers’
Ohlo ‘ Compensation

Restoring Operational Excellence

UBS Investment Bank
Two Stage Auction Timeline

> Phasel »

Pre-Marketing

+ Analyzed fund data
and legal
documents

# Prescreen potential
bidders and
evaluate fund
coverage levels

® Communicate
intentions with
select GPs and
determine their
cooperation

+ Finalize target list
of bidders and
begin
communication

# Execute
Confidentiality
Agreements with
all potential buyers

Phase Il

Marketing

# Bidders conduct
due diligence

+ Arrange conference
calls with select
GPs

+ |nitial Bid
Submission
Deadline

# Narrow the field of
potential buyers
and provide
additional
information to a
smaller group

+ First Bid
Submission
Deadline

+ UBS to evaluate
and clarify terms of
offers

> Phaselll » ) PhaselV »

Execution

+ Winning buyer(s) to
submit binding
letters of intent

# Negotiate Purchase
and Sale
Agreement(s) with
winning buyer(s)

+ Fulfill ROFR
notification periods,
if any

# Work with GPs to
draft transfer
consent
documentation

+ Execute Purchase
and Sale
Agreement(s) with
winning buyer(s)

Final Closing
+ Winning buyer(s)
execute
Assignment and
Assumption
Agreements with
GPs

# BWC and winning
buyer(s) to
exchange signed
closing certificates

+ Conduct rolling
closings from the
time Assignment
and Assumption
Agreement(s) are
executed with the
winning buyer(s) to
the final closing
deadline

® BWC to receive
wire transfer from
winning buyer(s)
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Private Equity Sale Summary

+ BWC'’s secondary Private Equity Sale was the second largest in the United States in 2006

Total net sale proceeds were approximately $400 Million received from June 2007 through
October 2008

Total gains and losses on the sale resulted in approximately $70 Million in net realized loss

Percentage net gain/loss was approximately negative 3% at initial auction stage

Internal Rates of Return (IRR) for the Private Equity Portfolio as of June, 2008:

BWC Benchmark Quartile
Category IRR Lower* Middle* Upper*
Buyout (21) 13.23% 0.00% 8.00% 18.00%
Fund of Funds (7) 0.23% -14.12% -4.64% -0.13%
Mezzanine (5) 1.79% 1.30% 7.30% 12.80%
Venture Capital (35) -8.11% -2.10% 4.90% 15.00%
Total PE (68) 2.33% -1.30% 6.20% 15.70%

*
Source: Venture Xpert

* Fees paid for the execution of the Private Equity Portfolio Sale were:

UBS Investment Bank $6.6M
Benesch/Other Leqgal Fee (est.) $1.7M

Total $8.3M
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Document Type

Review of Limited Partnership
Agreements

Notice of consent

Confidentiality Agreements

Purchase and Sale Agreement

Deed of Adherence/Subscription

Assumption and Assignment
Agreement

Rights of First Refusal
(“ROFRs”)

Role of Legal Counsel

- Bureau of Workers’
Ohlo ‘ Compensation

Description

+ Review each limited partnership agreement to verify key provisions which

may in turn dictate certain process methodology and ensure that rules and
restrictions are followed

+ Notification to the GP regarding the transaction and request for approval to
share specific information with bidders

¢ This document is not always required. It will depend on the confidentiality
provision states in the Limited Partnership Agreement

+ Must be signed before bidders can review LP information
¢ Typical term is 1-2 years

+ Contains detailed terms of the sale, representation and warranties,
indemnification clause, etc.

+ May be signed prior to receiving all transfer consents provided
contingencies are agreed upon

¢ Outlines the terms under which the GP will allow the buyer(s) to subscribe
to an interest in the fund
+ Will be signed once the GP has consented to the transfer

+ Formally represents the transfer of all rights, title and interest in the fund
+ Represents GP’s consent to the transfer of the fund

+ ROFR provisions call for a notice period where the private equity interest
for sale will be offered to other LP’s and occasionally the GP, at the offer
price proposed by the buyer

+ Notice periods are typically between 15 to 45 days, but can delay a

transaction from closing or, if exercised, change transaction materially



INVESTMENT DIVISION

TO: Marsha Ryan, Administrator

BWC Investment Committee

BWC Board of Directors
FROM: Bruce Dunn, CFA, Chief Investment Officer
DATE: November 17, 2008

SUBJECT: ClO Report October, 2008

Fiscal Year 2009 Goals

The Investment Division has five mgjor goals for the new fiscal year 2009. These goals and brief
comments on action plans for each goal follows:

1 Provide support and execute new BWC Investment Policy resulting from Asset-Liability study

2. Achieve full staffing of BWC Investment Division with continued training of developing staff

3. Continued establishment and execution of investment controls and compliance procedures

4, Complete implementation and utilization of resources provided by new investment accounting and
performance system

5. Sell remaining miscellaneous investment assets

Strategic Goal One—PORTFOL IO TRANSITION
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BWC investment consultant Mercer will be formulating an asset-liability study and related investment
strategy recommendations to be presented to the BWC Investment Committee. The BWC Investment
Division will provide whatever support is needed by Mercer in terms of background and information
necessary for Mercer to complete its asset-liability study of the Bureau and its investment strategy
recommendations. Once a new investment strategy is approved by the BWC Investment Committee and
Board of Directors, the Investment Division will assist Mercer and the Investment Committee in
developing a new or revised Investment Policy Statement reflecting the newly approved investment

strategy.

The Investment Division in consultation with Mercer will employ athorough and complete RFP process for
each new outside investment manager search required to execute the new investment strategy. Given the
assumption that multiple RFP processes will be necessary to execute the new investment strategy, a
prioritization of the timing of RFP issuances will occur with the approva of the Investment Committee.
Each RFP process is expected to result in investment manager recommendations to be presented for
approval by the respective RFP evaluation committee to the Investment Committee and Board of Directors.

After each new investment manager for each identified investment asset class mandate is selected and
approved, the Investment Division will coordinate the transfer of appropriate invested assets from the
legacy investment manager to the new investment manager. It is expected that the Bureau will engage with
its approved transition managers for the execution of each of its asset manager transfer strategies. The
Investment Division will oversee the timing and execution of each targeted transition with the goa of
achieving such asset transition with efficiency and at alow economic cost.

Strategic Goal Two—INVESTMENT STAFE

The Investment Division began fiscal year 2009 commencing July 1, 2008 with a staff of ten individuals
consisting of the CIO, Director of Investments, Investment Administration Manager, one Senior Investment
Manager, one Investment Manager, three Assistant Investment Managers and two administrative assistants.
The one current remaining vacancy within the Investment Division is for a second Senior Investment
Manager. After second stage interviews were concluded in early October, 2008 for this important position,
a leading candidate emerged. This leading candidate was offered the position of Senior Investment
Manager and has accepted such offer. The new Senior Investment Manager leading candidate is scheduled
to join the Investment Division staff in early January, 2009, pending the requisite completion of the
background check which is progressing.

There will be a proper emphasis on the training of staff investment professionals to become more effective
managers. Continuous investment education and an appropriate emphasis on CFA (Chartered Financial
Analyst) related programs and study will be encouraged and supported. The number of investment
professionals on staff who have achieved the CFA accreditation now totals six and will total seven with the
addition of the chosen second Senior Investment Manager in January, 2009. The cross-training of many
duties assigned to respective staff members will occur to broaden skill sets and ensure necessary backup
support. Each investment professional on staff is expected to serve the needs of the Bureau and its
customers with the highest of integrity, ethics and competence.
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Strategic Goal Three— INTERNAL INVESTMENT PROCEDURES

The Investment Division will continue to establish and improve upon internal investment procedures and
controls. All such procedures will be written and mapped through the use of the Webmethods schematic
process. The BWC Internal Audit Division will be engaged as appropriate in guiding and assisting the
Investment Division in the creation and refinement of such internal control procedures.

The Investment Division has focused on the management oversight of the passive style investment
managers, performance reporting and other investment activities to support the BWC Investment Policy.
Internal procedures will be developed for the monitoring of active style investment managers in advance of
the anticipated selection and engagement of such managers as an outcome of any new investment strategy
approved. Among new policies and procedures being addressed are brokerage activity, proxy actions,
corporate actions, legal class actions and asset all ocation rebalancing.

Strategic Goal Four —INVESTMENT ACCOUNTING SYSTEM RESOURCESUTILIZATION

A new investment accounting and reporting system offered by BNY Mellon was selected by the Bureau in
2007 via the RFP process. The Investment Division is focusing on the goa of utilizing this improved
investment accounting system for the daily monitoring of investment managers in satisfaction of
compliance with the BWC Investment Policy. The investment staff is now either learned or is well into the
process of learning how to utilize many of the compliance and performance measurement tools and
resources offered by this accounting system through both formal training sessions and self education. The
BWC Internal Audit Division validated in October, 2008 that the compliance measurement tools of this
investment accounting system have been implemented and are being utilized by the Investment Division.

Strategic Goal Five—MISCELLANEOUS INVESTMENT ASSET SALES

It isastrategy and goal of the Investment Division to sell or liquidate during fiscal year 2009 the remaining
miscellaneous investment assets of value owned by the Bureau. Miscellaneous assets are defined to include
private equity, coins, stock distributions received from formerly owned private equity partnerships, and
illiquid securities inherited and retained from previously terminated outside investment managers. The
aggregate carrying value of these miscellaneous assets targeted for disposal was approximately $8.5 million
on October 31, 2008.

At the end of fiscal year 2008 ending June 30, 2008, a total of 66 private equity partnerships had been sold
by BWC since June, 2007 for total proceeds received of $399.0 million. All such proceeds received from
private equity sales were reinvested in the passive indexed Large Cap S& P 500 Equity portfolio currently
managed by Northern Trust. The last remaining private equity fund investment targeted for sale was sold in
October, 2008 for proceeds of $0.9 million. There currently remains one private equity partnership that is
being liquidated via portfolio asset sales and resulting cash distributions during fiscal year 2009. A
significant cash distribution of $1.02 million was in fact received in September, 2008 from this fund being
liquidated, reducing its carrying value to $0.2 million. A fina summary report of the private equity sale
process and results is being presented at the Investment Committee meeting on November 20, 2008.
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A substantia distribution of cash totaling approximately $12.1 million was received by the Bureau in July,
2008 from the coin fund liquidation firm contracted by the State of Ohio to oversee the liquidation of
remaining coin fund related assets associated with Tom Noe. As a result of this significant coin fund
distribution, the Bureau has now received a total of approximately $53.5 million, net of coin-related
expenses paid directly by the Bureau. All remaining unencumbered coin and collectible assets not reserved
for litigation claims have now been liquidated with the recent completion of several small auctions and a
direct sale transaction with a dealer. There are believed to be sufficient funds retained in a capital coin fund
bank account, managed by the coin fund liquidation firm to pay future projected professiona fees and
litigation settlements.

Compliance and Portfolio Rebalancing

The investment portfolios in the aggregate were in compliance with the BWC Investment Policy at the end
of October, 2008, with the exception of certain asset class allocation market value percentages at the end of
October, 2008. The asset alocation class market values of both equities and fixed income for each of the
State Insurance Fund (SIF), Disabled Workers Relief Fund (DWRF) and Coal Workers' Pneumoconiosis
Fund (CWRF) were outside of their stated target ranges of the BWC Investment Policy at the end of
October, 2008.

The total equity class market value asset allocation target range for each of SIF, DWRF and CWPF is 17-
23% of total invested assets. The total fixed income market value asset alocation target range for these
three funds is 55-63% of total invested assets. The unaudited equity class market value asset allocations on
October 31, 2008 were 16.1% for SIF, 15.6% for DWRF and 16.6% for CWRF. Each of these equity
allocations were below the minimum 17.0% market value allocation as the equity portfolios of each fund
declined an estimated 16.7% in value during October, 2008, or significantly more than the fixed income
market value decline estimated at 7.3% for the same month. As a result of this wide variance in
performance between these two major asset classes for each fund, each of the unaudited fixed income
allocations were above the maximum 82.0% market value alocation for fixed income for SIF (82.1%),
DWRF (84.0%) and CWRF (82.3%) at the end of October, 2008.

The decision was made by the BWC staff Portfolio Rebalancing Committee to suspend any portfolio
rebalancing actions during this time of national financial crisis and poor credit availability, causing extreme
volatility of U.S. markets.

Further discussion on the current BWC rebalancing policy and its implementation will occur at the
November, 2008 Investment Committee meeting on November 20, 2008.
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INVESTMENT OBJECTIVES

The primary investment objective is to manage the reserve to preserve the ability of Funds to pay al
disability benefits and expense obligations when due. Meeting this objective necessitates prudent risk-
taking with the Funds investments. An additional objective is to earn sufficient returns to grow the
surplus over time and to keep premium payments as reasonable and predictable as possible for the
benefit of the injured workers and employers of Ohio.

BACKGROUND

Purpose

This document establishes the investment policy (the “Investment Policy”) for the Ohio Bureau of
Workers Compensation (“OBWC”) State Insurance Fund and Ancillary Funds (“the Funds’). The
Workers Compensation Board of Directors (“Board”) adopts this policy in order to assist the
Administrator, the Chief Financial Officer, the Chief Investment Officer and the OBWC staff in meeting
investment objectives and monitoring the performance of the investment of the surplus and reserves of
the Funds as required by Ohio Revised Code Section 4121.12(F).

The Board is required to establish objectives, policies, and criteria for the administration of the
investment program that include asset allocation targets and ranges, risk factors, asset class
benchmarks, time horizons, total return objectives, and performance evaluation guidelines, and
monitor the administrator's progress in implementing the objectives, policies, and criteria on a
quarterly basis. (O.R.C. 4121.12(F))

Fiduciary Standard

Under Ohio Revised Code Section (O.R.C.) 4123.44, the voting members of the Board, the
Administrator of OBWC, and the Chief Investment Officer of the OBWC are trustees of the state
insurance fund and fiduciaries of the Funds, which are held for the benefit of the injured workers and
employers of Ohio.

All fiduciaries shall discharge their duties with respect to the Funds with the care, skill, prudence,
and diligence under the grcumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matterswould use in the conduct of an enterprise of a like character
and with like aims, and by diversifying the investments of the assets of the funds so asto minimize
the risk of large losses, unless under the circumstances it is clearly prudent not to do so. (O.R.C.
4123.44)

All investment activities undertaken by, or on behaf of, the OBWC, including any investment activities
performed by outside Investment Managers and General Partners, will strictly adhere to the terms of this
Investment Policy, the restrictions of the O.R.C. 412344 and any other applicable statutory or
administrative rules. A copy of the O.R.C. 4123.44, as amended, is attached to this Investment Policy
and all aspects of this Investment Policy shall be construed and interpreted in a manner consistent with
O.R.C. 4123.44.
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ROLESAND RESPONSIBILITIES

A. Board Responsbilities

The Board is the primary body charged with overseeing investment activities relating to the Funds. Its
oversight functions include the duties specified below:

Vi.

Vii.

viii.

Xi.

Xil.

Xiii.

Approve the strategic asset alocation and investment policy for the Funds and periodically review
such policy in light of any changes in actuarid variables, market conditions, or other evolving
facts or situations relevant to the appropriate character of that policy.

Permit the Administrator to invest in an investment class only after the Board, by mgjority vote,
opens the class in question.

Close any class of investments when it deems prudent.

Monitor and review the investment performance of the Funds on a quarterly (February, May,
August and November) basis to determine achievement of goals and compliance with this
Investment Policy.

Advise and consent to the Administrator’s hiring of the CIO.

Advise and consent to the OBWC's employment of an internal auditor, who shall report directly
to the Board on investment matters.

Approve the selection and termination of al Investment Consultants.

Approve the criteria and procedures for the selection of the Investment Managers and General
Partners.

Approve the fina selection and funding and termination of al Investment Managers and Genera
Partners.

Approve the asset class to be managed, investment style, scope of investment activities and
maximum percent of the Fund that may be alocated to each Investment Manager and Genera
Partner.

Prohibit on a prospective basis any specific investment that the Board finds to be contrary to the
Investment Objectives of the Funds. In the event that the Board determines that any activity
undertaken or proposed to be undertaken pursuant to this Investment Policy is contrary to the
Investment Objectives, the Board shall direct the Administrator to take the appropriate corrective
action.

Submit a report annually on the performance and the value of each investment class to the
governor, the president and minority leader of the senate, and the speaker and the minority leader
of the house of representatives.

Advise the Administrator of the Board's criteria for approving proposed dividends submitted to it
pursuant to R.C. 4123.32 and Ohio Admin. Code 4123-17-10.

The Board may appoint members to an Investment Committee for the express purpose of assisting the
Board to carry out any of the responsibilities enumerated here.
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B. OBWC Staff Responsibilities

The Chief Investment Officer shall be employed by the Administrator, with the advice and consent of the
Board, and shdl be a senior member of the OBWC daff with the primary responsibility for
implementing the Investment Policy. Subject to the supervision and control of the Administrator, the
Chief Investment Officer shall:

Vi

Vii.

viii.

Xi.

Xii.

Xiii.

XiV.

Consult with and receive approval from the Board regarding the appropriate strategic asset
alocation and investment policy for the Funds and periodically review such policy in light of
any changes in actuaria variables, market conditions, or other evolving relevant facts or
situations.

Recommend permissible asset classes for investment to the Board.

Monitor and review the investment performance of the Funds on a monthly basis to determine
achievement of goas and compliance with Investment Policy. Provide a report of monthly
market value changes by investment asset class.

Consult with and receive approva from the Board on the selection and termination of all
Investment Consultants.

Consult with and receive approva from the Board on the sdlection and termination of all
Investment Managers and General Partners.

Consult with and receive approva from the Board on the asset class to be managed, investment
style, scope of investment activities and maximum percent of the Fund that may be alocated to
each Investment Manager and General Partner.

Implement the directives of the Board.

Supervise the management of each Fund’s assets in accordance with this Investment Policy and
the objectives and guidelines set forth herein.

Consult with and receive approva from the Board regarding criteria and procedures to be
utilized to select Investment Managers and General Partners.

Monitor al managed assets to insure compliance with the guidelines set forth in this Investment
Policy and report same to the Board on amonthly basis.

Inform and receive approva by the Board of any significant change in investment strategy of
approved Investment Managers and General Partners.

Monitor manager trade execution.

Promptly vote al proxies and related actions in a manner consstent with the long-term interests
and objectives of the Funds set forth herein. The CIO may retain a third party proxy voting
service or direct investment managers to vote the proxies related to securities held in their
respective portfolios.

Maintain detailed records of said voting of proxies and related actions and comply with all
regulatory obligations related thereto.

Report to the Board on at least an annual basis summary trade activity by brokerage firm and
communicate any unusud trading activity to the Board in a timely manner, including any
discussions with Investment Managers regarding such trading activity.
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Consult with the Funds Investment Managers on at least a quarterly basis to discuss account
performance and other materia information.

Collect and review the current Form ADV of each Investment Manager and Investment
Consultant on an annua basis and provide a summary report to the Board.

Investments Managers Responsibilities

Each Investment Manager shall:

Vi.

Vii.

viii.

Xi.

Xil.

Xiii.

Be a bank, insurance company, investment management company, or investment advisor as
defined by the Investment Advisors Act of 1940.

Manage the plan assets under its care, custody and/or control in accordance with the Investment
Policy set forth herein and in compliance with applicable Ohio statutory requirements.

Exercise full investment discretion over the assets in their care within the guidelines st forth
herein, their Investment Management Agreement and the specific portfolio guidelines contained
therein.

Subject to any exceptions expresdy set forth herein, Investment Managers shall be directly
responsible for executing trades related to the portfolios they manage for the Funds. Investment
Managers shall be responsible for seeking the best execution of trades. Any Broker used by any
Investment Manager must be properly licensed.

Provide monthly performance evaluation reports that comply with the Global Performance
Presentation Standards (GPPS) issued by the CFA Ingtitute.

Provide the CIO with firm’'s Brokerage, Soft Dollar and Trade Execution Policy on an annua
basis.
Provide the CIO with a report on at least monthly basis on the trading activities of the Funds,

including, but not limited to, the volume of trades and related commissions executed by each
Broker.

Provide the CIO with the firm’s Ethics Policy and quarterly confirmation of its compliance with
said policy.
Provide the CI1O with the firm’ s most recent Form ADV on an annual basis.

Comply with the Campaign Contribution Policy as set forth in the Ohio Revised Code (O.R.C.)
Section 3517 and provide written evidence of such compliance on a quarterly basis.

Promptly inform the CIO in writing of al changes of a material nature pertaining to the firm’s
organization and professional staff.

If directed by the Administrator and/or the Chief Investment Officer, shal promptly vote all
proxies and related actions in a manner consistent with the long-term interests and objectives of
the Funds. Each manager designated to vote shall provide OBWC with firm’s proxy voting policy
on an annua basis, keep detailed records of said voting of proxies and related action and comply
with all regulatory obligations related thereto.

Report to the CIO on at least a quarterly basis on the status of the portfolio and its performance for
various time periods and meet with the staff at least semi-annually to report on the economic
outlook and compliance with goals and objectives.
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Acknowledge and agree in writing to their fiduciary responsibility to fully comply with the entire
Investment Policy.

. General Partners Responsibilities

Each Generd Partner shall:

Vi.

Vii.

viii.

Manage the plan assets under its care, custody and/or control in accordance with the Investment
Policy set forth herein and in compliance with applicable Ohio statutory requirements.

Exercise full investment discretion over the assets in their care within the guidelines set forth
herein, their Partnership and/or Subscription Agreement and the specific portfolio guidelines
contained therein.

Provide the CIO with quarterly financial statements and an audited annual financia statement for
each partnership or fund to which the Ohio BWC has made a commitment.

Provide the CIO with an annual Vauation Certification attesting to the value of the Ohio BWC
holdings in each partnership or fund.

Provide the CIO with the firm’'s Ethics Policy and annual confirmation of its compliance with said
policy (for agreements entered into after January 1, 2006 only).

Promptly provide the CIO with a detailed report of al capital calls and/or distributions for each
partnership or fund.

Comply with the Campaign Contribution Policy as set forth in the Ohio Revised Code (O.R.C.)
Section 3517 and provide written evidence of such compliance on an annua basis (for agreements
entered into after January 1, 2006 only).

Promptly inform the CIO in writing of all changes of a materia nature pertaining to the firm's
organization and professional staff.

. Investment Consultants Responsibilities

The Investment Consultant shall:

Vi

Vii.

Provide independent and unbiased information to the Board, the Administrator and the CIO.
Assgt in the development and amendment of this Investment Policy.

Assist in the establishment of strategic asset allocation targets.

Assist in the development of performance measurement standards.

Report the quarterly investment performance results and quarterly risk characteristics of the
Funds to the Board.

Monitor and eval uate Investment Manager performance on an ongoing basis.
Conduct due diligence on the Funds' current and prospective Investment Managers.

-7-



The Ohio Bureau of Workers Compensation
Statement of Investment Policy and Guidelines

viii. Establish a procedural due diligence search process.

ix. Asdst in the development of criteria and procedures to be utilized for the selection of all
Investment Managers.

X. Provide the CIO with the firm’s most recent Form ADV on an annua basis.

xi.  Provide any other advice or services that the Board or the Administrator and Chief Investment
Officer determine from time to time is necessary, useful or appropriate to fulfill the objectives of
this Investment Policy in accordance with the Investment Consulting Agreement.

V. INVESTMENT POLICY GUIDELINES

A. Asset Allocation Guidelines

TheFundsare part of the Ohio Workers Compensation System, an exclusive state insurance fund
system that isheld for the sole benefit of the injured workersand employers of Ohio.

Asset allocation refers to the strategic deployment of assets among the major classes of investments
such as fixed income, U.S. equity, non-U.S. equity, aternative investments and cash equivaents. The
asset allocation decision reflects the Funds' return requirements as well as the Funds' tolerance for return
variability (risk) within the context of the expected liabilities of the Funds. The liability considerations
shall include, but not be limited to, current and expected future values of the benefits, premiums and total
assets. These factors are important for identifying the investment horizon of the Funds and their cash
flow requirements. A formal asset/liability analysis for each Fund will be conducted annually, or more
frequently if conditions warrant.

The Board has adopted a long-term asset alocation policy for each Fund that identifies the strategic
target weights to each of the mgjor asset classes. These policies are detailed in Section VII.

B. Rebalancing Policy

The asset alocation targets represent along-term strategy. Short-term market activity will cause the asset
mix to drift from the specific alocation targets. A Rebalancing Policy is designed to provide a
disciplined approach to control the risk exposure of each Fund to the investment categories that have
deviated from the established target policy weights. The Board has adopted a policy of range
rebalancing. Under range rebalancing, asset rebalancing will be triggered only when actua weightings
fal outsde of the ranges specified above. The Board expects range rebaancing to produce a superior
return/risk tradeoff as compared to time reba ancing because turnover occurs only when necessary.

The Funds asset alocations are to be monitored quarterly, or more frequently if market conditions
warrant. Should the actual asset dlocations for a particular class of investments deviate from the
indicated range for a particular asset class, the Administrator and Chief Investment Officer will make the
necessary adjustments to satisfy the asset alocation guidelines established by this Investment Policy. In
order to minimize turnover, Fund cash flows, such as premiums received or benefits paid, will be used to
the fullest extent to achieve rebalancing objectives.

-8-
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C. General Guiddines

The following represent the genera guidelines that will apply to the management of Fund assets In
addition, each Investment Manager will have specific guiddines that are part of their Investment
Management Agreement that will document the Funds' performance expectations and the Investment
Manager’srole in the overall portfolio. The Funds use these guidelines to establish, guide and control the
strategy for each Investment Manager.

The following guidelines serve to diversify the organizational risk of Investment Management
firms or Genera Partners providing services to the Funds and to minimize the dependence by the

Funds on any one investment firm. The diversification guidelines are as follows:

No one investment organization or General Partner, utilizing active investment strategies, should
manage more than 15% of the Funds assets at the timeiit is hired.

An investment organization, utilizing passive investment strategies, may manage up to 100% of
the Funds' assets at the time it is hired. This guideline has been established to allow the BWC to
take full advantage of the benefits of low fees resulting from the economies of scale that exist
with passve managemert. The Board, Staff and the Consultant will closely monitor this
organizational risk to ensure the security of Fund assets. The maximum allocation under this
guideline will only be utilized in circumstances where the fee benefit is believed to outweigh the
organizationd risk to the Funds.

The Funds assets managed by any one firm, utilizing either active or passive investment
strategies, or General Partner should not exceed 5% of the total assets managed by the firm or
General Partner for al clients in that asset class at the time it is hired. For purposes of this
congtraint, “asset class’ shal be broadly defined to include dl styles, sub-sectors, or specialty
portfolios managed by afirm within a particular asset class.

Fixed Income | nvestments

Theinvestment goal of the fixed income investments is to protect the Funds against adverse changes
in the value of the Funds' assets relative to their liabilities. The Board has adopted a policy to invest
each Fund's fixed income portfolio in a manner that will approximate the duration and yield curve
characterigtics of its liabilities in order to preserve the reserve, provide for stable premiums and grow
the surplus.

Average Weighted Credit Quality
The minimum average weighted quality of the tota fixed income portfolio shdl be A, as
measured by the lower of the Moody’s or Standard & Poor’s (S&P) rating.

Duration
The duration of the fixed income portfolio in aggregate shall be maintained within a range of +/-

5% of each Fund's fixed income benchmark.
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Diversification
The fixed income portfolio in the aggregate shall be diversified as specified below® to minimize

the risk of losses:

By Sector:
Sector Allocation Max. % of Fixed
Income
U.S. Governments: 100%
Treasuries 100%
Agencies 100%
M ortgages 40%
Agencies 40%
Non-Agency 10%
Collateralized Mortgage Obligations (CMOs) 10%
(must be rated AA or better)
Commerciad Mortgage Backed Securities (CMBS) 10%
and Project Loans
Floating Rate Mortgages 10%
Investment Grade Credit 70%
Finance 35%
Industrial 35%
Transportation 35%
Utilities 35%
Y ankees 15%
Asset Backed Securities (ABS) 10%
(must be rated AA or better)
Foreign Gover nments 5%
Below Investment Grade Credit 7.5%

! Percentages represent a maximum allocation and will not sum to 100%

-10 -
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By Credit Quality:

Credit Quality Max. % of Fixed Credit Name
Income Max %
Governments/Agencies 100% N.A.
AaalAAA or below 80% 1.00% (AAA only)
AaAA or below 65% 1.00% (AA only)
A/A or below 40% 0.75% (A only)
Baa/BBB or below 25% 0.50% (BBB only)
Ba/BB or below 7.5% 0.25% (BB only)
B/B or below * 0.10% (B only)
CCC ** 0.05% (CCC only)
Below CCC 0% 0.00%

*Maximum of 70% of “ Ba/BB or below” securities owned
**Maximum of 20% of “Ba/BB or below” securitiesowned

Individua credit name limits are applicable for actively managed fixed income mandates, and are
not applicable for passively managed (index) fixed income mandates. Credit name is defined as
unigue ticker symbol, such that each distinct credit name has a different ticker symbol as represented
on Bloomberg or other such informationa source used by the sponsor of the fixed income
benchmark index approved.

Maximum percentages refer to market value of each security or credit name owned for the Funds
Fixed Income portfolio in its aggregate. Credit ratings recognized are Moody's, Standard & Poor’s
and Fitch. Credit rating applicable is the lower of the two ratings if such security is rated by only two
of the three rating agencies. Credit rating applicable is the middle rating if such security is rated by
all three rating agencies, as consistent with the rules used by the sponsor of the fixed income
benchmark index approved. The Chief Investment Officer will report to the Board the details of any
guideline violation at the next scheduled Board meeting, or sooner if warranted in the judgment of
the Chief Investment Officer. Each Investment Manager will be required to adhere to this Investment
Policy in generd and will be provided with specific investment security guidelines by the Chief
Investment Officer consistent with these Credit Quality and Sector Allocation guidelines in the

aggregate.

In the event that downgraded securities result in a violation of these constraints, the Board shall grant
an exemption that would alow the Investment Manager to continue to hold the downgraded security
or securities, at their discretion, for a period of up to three months. An Investment Manager shall

immediately report any guideline violation resulting from a downgraded security in their portfolio to
the Chief Investment Officer. The Investment Manager shall aso provide an action plan to bring the
portfolio back in compliance with the applicable guidelines to the Chief Investment Officer. Such
action plan will be reflected in the compliance report of the Chief Investment Officer to be presented
at the next scheduled Board mesting.

The Funds may invest in Rule 144A and private placement securities subject to the sector and credit
constraints specified above.

-11 -



The Ohio Bureau of Workers Compensation
Statement of Investment Policy and Guidelines

ii.  U.S. Equity

The investment goal of the domestic equity investments is to offer the Funds a broad exposure to the
return opportunities and investment characteristics associated with the U.S. domestic equity market.

Diversification
The U.S. Equity portfolio shall be diversified as specified below to minimize the risk of losses:

Investments will be diversified by capitalization size and by style (growth and vaue) to
approximate the overall market as measured by each Fund’' s U.S. Equity benchmark.

No single holding shall account for more than 5% of each Fund's total U.S. equity portfolio
at market.

No single holding shall account for more than 5% of the outstanding equity securities of any
one corporation

Non-U.S. Equity

The investment goal of the non-U.S. equity investments is to offer the Funds a broad exposure to the
return opportunities, diversification effects and investment characteristics associated with the non-
U.S. equity market.

Diversification

The Non-U.S. Equity portfolio shal be diversified as specified below to minimize the risk of

losses:

Investments will be diversified by capitalization size and by style (growth and vaue) to
approximate the overall market as measured by each Fund’s Non-U.S. Equity benchmark.

Investments will be diversified by geographic region and sector, so as to optimize the
relationship of expected return to expected risk after taking into consideration the asset
alocation of each Fund.

No single holding shall account for more than 5% of each Fund's total Non-U.S. equity
portfolio at market.

No single holding shall account for more than 5% of the outstanding equity securities of any
one corporation

iv. Alter nativel nvestments

The State Insurance Fund has dlocated a portion of its investment portfolio to private equity
securities, limited partnerships and funds of funds subject to al applicable lega requirements and
limits set forth in this Investment Policy. The purpose of investing in private equity securities,
partnerships or funds is to enhance the overall investment returns of the Funds.

Future investments in Alternative Investments are not presently anticipated.
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Cash Equivalents
Cash equivdents may be held to meet each Fund’s short term cash flow needs.

Securities Lending

Securitieslending shall be engaged by the Funds or their Investment Managers as determined and
approved by the Board.

Derivatives

A derivative is broadly defined as a contract whose value is based on the performance of an
underlying financial asset, index or other investment. The most common forms of derivatives are
futures, options, swaps and forwards.

The use of derivatives by the Funds or their Investment Managers is prohibited unless specifically
approved by the Board. Specific approvals include:

Permission is granted to passive indexed investment managers to use futures on financial contractsin
the management of commingled investment funds. The Board anticipates that this use of financia
futures may be initiated by investment managers for specific risk-control purposes such as the
facilitation of the investment of alarge inflow of new money into the commingled fund.

The Board also recognizes that the language of the policies of some commingled funds permits other
financial derivatives such as options and swaps. The Board has a very low tolerance for the use of
other financia derivativesin commingled funds. On the infrequent occasions when financial
derivatives such as options and swaps are used in commingled funds, the Board will carefully
evaluate whether remaining invested in that commingled fund is appropriate.

Permission is granted to investment managers to use futures on financia contracts in the
management of portfolio transitions. This use of financial futures will be reported to the Board in
advance and will typically begin and end in short periods of time.

In every case where financia derivatives are used, the Board requires the investment staff of the
BWC to report the use of the derivatives to the Board at the next scheduled meeting after the
derivatives position has been initiated so that the Board may judge the appropriateness of the risks of
the derivatives position.

Other derivatives that are generaly approved for use include: collateralized mortgage obligations
(CMOs), asset backed securities (ABS), and TBA mortgaged-backed securities in accordance with
the restrictions outlined below and in Section IV.C.ii above. Other broad classes of derivatives may
be added in the future as deemed necessary and desireable by the Board.

CMOs are mortgage-backed bonds that separate mortgage pools into different maturity classes.
Issued by the Federa Home Loan Mortgage Corporation (Freddie Mac) and private issuers, CMOs
are usually backed by government-guaranteed or other top-grade mortgages. To qudify for
investment by the Funds, CMOs must be rated AA or better and not be levered. Interest-only (10s)
and principalonly (POs) instruments are prohibited.
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ABS are bonds or notes backed by loan paper on accounts receivable originated by banks, credit card
companies or other providers of credit and often “enhanced” by a bank letter of credit or by
insurance coverage provided by an ingtitution other than the issuer. To qualify for investment by the
Funds, ABS must be rated AA or better.

TBA (“to be announced”) pools are mortgage-backed securities in which the specific underlying
mortgage pools are not identified at the time of commitment to purchase, but which share defined
characteristics such as coupon and term to stated maturity. TBA pools are sometimes either sold
before settlement or extended in settlement from origina settlement date to a future settlement date
that is typicaly in the next month. To qualify for investment by the Funds, TBA pools must be
issued by Freddie Mac, Federal Nationa Mortgage Association (Fannie Mag), or Government
National Mortgage Association (Ginnie Mag).

Commission Recapture/ Directed Brokerage
The Funds shall not engage in commission recapture or directed brokerage programs.

General Prohibitions

The following activities or investments are expressly prohibited within the Funds:

a. Short sdling in any form.

b. The use of al forms of leverage or the purchase of securities with borrowed money is
prohibited, except that the Board recognizes that financia futures are generally purchased on
margin and thisis permitted.

c. Coins, artwork, horses, jewelry, gems, stamps, antiques, artifacts, collectibles, and
memorabilia

d. Direct or indirect investments in vehicles that target specified assets, which includes
unregul ated investments that are not commonly part of an ingtitutional portfolio, that lack
liquidity and that lack readily determinable valuation.
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V. PERFORMANCE OBJECTIVES

A. Total Fund

The primary performance objective for each Fund is to achieve an aggregate rate of return thet
exceeds the return of each Fund’'s Performance Benchmark on a consistent basis. The Benchmark
combines designated market and/or custom indexes for asset classes, weighted by asset-allocation
targets. Currently, the indexes are:

Asset Class Benchmark
Total Fixed Income; N/A
Intermediate Duration Lehman Intermediate U.S. Government/Credit | ndex
Long Duration Lehman Long U.S. Government/Credit Index
High Yield Merrill Lynch High Yield Master |1
I nflation-Protected Securities Lehman U.S. TIPS
U.S. Equity Wilshire 5000
Large Cap S&P 500
Small/Mid Cap Wilshire 4500 / Russdll 2500
Alternative Investments Wilshire 5000 + 5%
Non-U.S. Equity MSCI EAFE
Cash Equivalents 90-Day T-Bill

B. Asset Class Composites

Each a&set class shal be measured relative to its designated market and/or custom index. It is
expected that any active management of individual asset classes will provide an investment return in
excess of the index, net of expenses, on a consistent basis.

-15-



The Ohio Bureau of Workers Compensation
Statement of Investment Policy and Guidelines

C. Investment Managers

On atimely basis, but not less that four times a year, the Chief Investment Officer will meet with the
Investment Consultants to:

Eva uate the performance of each Investment Manager.

Review each Investment Manager’ s adherence to this Investment Policy.

Analyze any material changes in the Investment Manager's organization, investment
strategies or personnd.

Review each Investment Manager's performance relative to appropriate indices and peer
groups.

Each Investment Manager’s performance shall be evaluated relative to an appropriate benchmark
index and arelative peer group of managers as indicated below. They are expected to (1) rank above
median versus their respective peer groups and (2) earn investment returns, net of expenses, that
equal or exceed their respective benchmark index.

The performance of each Investment Manager will be monitored on an ongoing basis and the
Administrator and the Chief Investment Office shall take any appropriate corrective action,
including, subject to approval by the Board, the termination and replacement of an Investment
Manager. Factors that may lead to terminating a manager relationship include:

Performance below median (50th percentile) of their peer group.

Redlization of investment returns, net of expenses, that lag their respective benchmark index.
Failure to adhere to this Policy or the portfolio’s Investment Guidelines.

Failure to comply with the Ethics Policy of the firm or the Board.

Violation of any law.

Style drift.

Organizationd changes including:

Change in professional staff
Significant loss of clients
Significant growth of new business
Change in ownership

VVVYYVY

VI. COMMUNICATIONS

Each Investment Manager will provide written reports at least monthly, including asset inventories,
market commentary or anything else deemed significant at the time of reporting.

Each Private Equity Genera Partner will provide written reports at least quarterly, including asset
inventories, market commentary or anything else deemed significant at the time of reporting.

Each Investment Manager will provide al reporting required under Section I11. C. of this Policy.
Each Investment Manager is expected to meet with the Administrator and/or the Chief Investment
Officer at least annually at OBWC offices.

Frequent and regular communication with the OBWC by all Investment Managers is encouraged.
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VIl. TARGET ASSET MIXESAND RANGES
A. State Insurance Fund (SIF)
The State Insurance Fund liabilities consist of the following primary components:

Indemnity cost: the compensation paid to injured workers for lost wages
Medical cost: the cost of providing medical coverage to injured workers

These liabilities are long-term in nature, with an approximate duration of 10 years. Premiums are set
each year at alevel that is expected to cover the cost of future claims. Future claims are estimated based
on actuarial methods that measure the expected indemnity and medical costs. These costs are discounted
a arate that is consistent with the guidelines as established by the Government Accounting Sandards
Board (GASB).

The actua liabilities of the Fund may vary from the expectations a the time premiums are set due to
future changes in the discount rate, unanticipated medical inflation, and/or actua claim experience that
differs from actuarial expectations. In order to protect the Fund against adverse changes in the Fund's
assets relative to its liabilities, the Board has adopted a policy to invest the reserves primarily in a fixed
income portfolio that will approximate the duration and yield curve characteristics of the liabilities as
measured by the Fund's actuary and Consultant on an annua basis, or more frequently if conditions
warrant. A portion of the reserve and surplus may aso be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medica inflation and adverse claims
experience and/or for the purpose of growing the surplus.

The Board has adopted a long-term asset alocation policy that identifies the strategic target weights to
each of the mgjor asset classes.

The table below highlights the general asset classes approved for investment and the strategic target
weights. The alowable range for al target weightsis reflected in the following table.

M anagement Style

Asset Class Palicy Policy Passive Active
Target? Range
Total Fixed |ncome: 79% 76-82% 47% 32%
Long Duration 54% 51-57% 2% 27%
High Yield 5% 4-6% 0% 5%
Inflation-Protected Securities 20% 17-23% 20% 0%
Cash Equivalents 1% 0-6% NA NA
Total Equity 20% 17-23% 12% 8%
U.S. Equity
Large Cap 12% 9-15% 12% 0%
Smadll/Mid Cap 3% 2-4% 0% 3%
Alternative Investments 0% NA NA NA
Non-U.S. Equity 5% 4-6% 0% 5%

1 Alternative Investments includes private equity and the coin fund. This asset class targets will be combined with that
of Small/Mid Cap U.S. Equity until afinal determination has been made regarding the potential liquidation of these
assets
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B. Coal Workers Pneumoconiosis Fund (CWPF)

The Coal Workers Pneumoconiosis Fund (“CWPF") provides benefits for injured workers under the
Federa Coal Mine Health and Safety Act of 1969. The CWPF provides voluntary coverage to employers
who have employees who are exposed to coa dust, as required by federal law.

These ligbilities are long-term in nature, with an approximate duration of 11 years. Premiums are set
each year at alevel that is expected to cover the cost of future claims. These costs are discounted at arate
that is consistent with the guidelines as established by the GASB.

The actua liabilities of the Fund may vary from the expectations at the time premiums are set due to
future changes in the discount rate, unanticipated medica inflation, and/or actua claim experience that
differs from actuarial expectations. In order to protect the Fund against adverse changes in the Fund's
assets relative to its liabilities, the Board has adopted a policy to invest the reserves primarily in a fixed
income portfolio that will approximate the duration and yield curve characteristics of the liabilities as
measured by the Fund's actuary and Consultant on an annua basis, or more frequently if conditions
warrant. A portion of the reserve and surplus may also be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medica inflation and adverse claims
experience and/or for the purpose of growing the surplus.

The Board has adopted a long-term asset allocation policy that identifies the strategic target weights to
each of the major asset classes.

The table below highlights the general asset classes approved for investment and the strategic target
weights. The alowable range for al target weightsis reflected in the following table

M anagement Style

Asset Class Policy Target  Policy Range  Passive  Active
Total Fixed Income: 79% 76-82% 74% 5%
Long Duration 54% 51-57% 54% 0%
High Yield 5% 4-6% 0% 5%
Inflation-Protected Securities 20% 17-23% 20% 0%
Cash Equivalents 1% 0-6% NA NA
Total Equity 20% 17-23% 20% 0%
U.S. Equity 20%
Large Cap 17% 9-15% 17% 0%
Small/Mid Cap 3% 2-4% 3% 0%
Alternative Investments 0% NA NA NA
Non-U.S. Equity 0% NA NA NA
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C. Marinelndustry Fund (MIF)

The Marine Industry Fund (“MIF") provides voluntary coverage to employers who have employees who
work on or about navigable waters as required by the Federa Longshoremen and Harbor Workers Act.

These liabilities are intermediate-term in nature, with an approximate duration of 34 years. Premiums
are set each year at alevel that is expected to cover the cost of future claims. These costs are discounted
at arate that is consistent with the guidelines as established by the GASB.

The actual liabilities of the Fund may vary from the expectations at the time premiums are set due to
future changes in the discount rate, unanticipated medical inflation, and/or actua claim experience that
differs from actuarial expectations. In order to protect the Fund against adverse changes in the Fund's
assets relative to its liabilities, the Board has adopted a policy to invest the reserves primarily in a fixed
income portfolio that will approximate the duration and yield curve characteristics of the liabilities” as
measured by the Fund's actuary and Consultant on an annua basis, or more frequently if conditions
warrant. A portion of the reserve and surplus may aso be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medical inflation and adverse clams
experience and/or for the purpose of growing the surplus.

The Board has adopted a long-term asset allocation policy that identifies the strategic target weights to
each of the mgjor asset classes.

The table below highlights the general asset classes approved for investment and the strategic target
weights. The alowable range for al target weightsis +/- 10% of the policy target weight.

Asset Class Policy Target
Total Fixed Income: 99%
Intermediate Duration 90%°
Cash Equivalents 1%
Total Equity 0%

2 Expected to be implemented by December 31, 2006

3Approval to invest the assets of the MIF on an interim basisin the institutional money market fund that is
currently utilized for BWC'’ s cash balance assets was passed in the April 26, 2007 Workers' Compensation
Oversight Commission meeting.
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D. Disabled Workers Relief Fund (DWRF)

The Disabled Workers Relief Fund (“DWRF") provides supplementary payments to workers whose
combined Permanent and Total Disabled plus Social Security disability benefits are lower than the
DWREF entitlement amount.

These ligbilities are long-term in nature, with an approximate duration of 10 years. Premiums are set
each year at alevel that is expected to cover the cost of future claims. These costs are discounted at arate
that is consistent with the guidelines as established by the GASB.

The actua liabilities of the Fund may vary from the expectations a the time premiums are set due to
future changes in the discount rate, unanticipated medical inflation, and/or actual claim experience that
differs from actuarial expectations. In order to protect the Fund against adverse changes in the Fund's
assets relative to its liabilities, the Board has adopted a policy to invest the reserves primarily in afixed
income portfolio that will approximate the duration and yield curve characteristics of the liabilities as
measured by the Fund's actuary and Consultant on an annua basis, or more frequently if conditions
warrant. A portion of the reserve and surplus may aso be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medica inflation and adverse claims
experience and/or for the purpose of growing the surplus.

The Board has adopted a long-term asset allocation policy that identifies the strategic target weights to
each of the major asset classes.

The table below highlights the general asset classes approved for investment and the strategic target
weights.  The alowable range for all target weights is reflected in the following table

M anagement Style

Asset Class Policy Target  Policy Range  Passive  Active
Total Fixed Income: 79% 76-82% 47% 32%
Long Duration 54% 51-57% 2% 2%
High Yield 5% 4-6% 0% 5%
Inflation-Protected 20% 17-23% 20% 0%
Securities
Cash Equivalents 1% 0-6% NA NA
Total Equity 20% 17-23% 12% 8%
U.S. Equity 15%
Large Cap 12% 9-15% 12% 0%
Small/Mid Cap 3% 2-4% 0% 3%
Alternative Investments 0% NA NA NA
Non-U.S. Equity 5% 4-6% 0% 5%
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E. Public Work -Relief Employees Fund (PWRF)

The Public Work-Relief Employees Fund (“PWRF") provides benefits for “work-relief employees’
who are engaged in any public relief employment and receiving “work-relief” in the form of public funds
or goods in exchange for any service or labor rendered in connection with any public relief employment.

These liabilities are intermediate-term in nature, with an approximate duration of 34 years. Premiums
are set each year at alevel that is expected to cover the cost of future claims. These costs are discounted
at arate that is consistent with the guidelines as established by the GASB.

The actual liabilities of the Fund may vary from the expectations at the time premiums are set due to
future changes in the discount rate, unanticipated medica inflation, and/or actua claim experience that
differs from actuarial expectations. In order to protect the Fund against adverse changes in the Fund's
assets relative to its liabilities, the Board has adopted a policy to invest the reserves primarily in a fixed
income portfolio that will approximate the duration and yield curve characteristics of the liabilities as
measured by the Fund's actuary and Consultant on an annua basis, or more frequently if conditions
warrant. A portion of the reserve and surplus may also be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medica inflation and adverse claims
experience and/or for the purpose of growing the surplus.

The Board has adopted a long-term asset alocation policy that identifies the strategic target weights to
each of the major asset classes.

The table below highlights the genera asset classes approved for investmert and the strategic target
weights. The alowable range for al target weightsis +/- 10% of the policy target weight.

Asset Class Policy Target
Total Fixed Income: 99%
Intermediate Duration 99"
Cash Equivalents 1%
Total Equity 0%

! Approval to invest the assets of the PWRF on an interim basis in the institutional money market fund that is currently
utilized for BWC’s cash balance assets was passed in the April 26, 2007 Workers' Compensation Oversight
Commission meeting.
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F. Sdf Insured Employers Guarantee Fund (SIEGF)

The Sdf Insured Employers Guarantee Fund (“SIEGF’)/Surety Bond Fund (“SBF’) provides for
payment of compensation and benefits to injured workers of bankrupt self -insured employers.

The Board has adopted a long-term asset allocation policy that identifies the strategic target weights to
each of the mgjor asset classes.

The table below highlights the general asset classes approved for investment and the strategic target
weights. The alowable range for al target weightsis +/- 10% of the policy target weight.

Asset Class Policy Target
Total Fixed [ncome: 0%
Cash Equivalents 100%
Total Equity 0%
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REVIEW PROCEDURES

The Board in conjunction with the Administrator, Chief Investment Officer and Investment
Consultant will review this policy statement at least once a year, to determine if revisions are
warranted and will publish the policy statement and any changes it adopts and make copies available
to al interested parties.

It is not expected that this Investment Policy will change frequently; in particular short-term changes
in the financial markets should generaly not require an adjustment in this Investment Policy.

FAIR CONSIDERATION/PUBLICINTEREST POLICY

The Board desires that Staff and the Investment Consultant identify, research and evaluate qualified
Ohio managers, minority managers and women-owned managers and that Investment Managers give
consideration to such managers and brokers in ther efforts to fulfill the Funds investment
objectives, but only in compliance with their respective fiduciary duties to the Funds.

Qualified Ohio Managers - Criteria

As used in this Investment Policy, a qualified Ohio-qualified investment manager or broker is one
that meets at least one of the following requirements:

Has its corporate headquarters or principa place of businessin Ohio
Employs at least 500 individuals in Ohio
Has a principal place of business in Ohio and employs at least 20 residents of the State

Minority Managers—Criteria

As used in this Investment Policy, a minority manager shall be defined as an investment manager or
broker that is U.S. domiciled and is mgjority-owned by one, or any combination, of the following
groups. African American, Native American, Hispanic American and Asian American.

Additiondly, Investment Managers who are majority-owned by women are included in this Policy

In addition to the requirements above, any qualified Ohio manager, and any minority or women
owned Investment Manager must be a registered investment advisor under the Investment Advisors
Act of 1940. Any Broker must be properly licensed.

It is the Board's intention to give such firms consideration in their efforts to fulfill the Funds
investment objective; however, the Board is not obligated to hire any qualified Ohio manager,
minority or womenowned firm on behaf of the Funds if such hiring is inconsstent with its
fiduciary duty to the Funds and their stakeholders.
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11/20/08

12/17/08

1/22/09

2/19/09

3/19/09

4/29/09

5/28/09

6/18/09

7/30/09

8/27/09

9/24/09

10/29/09

12-month Investment Committee Calendar

=

. Mercer Asset/Liability Project progress report - Deep Dive

. Annual Investment Committee Charter Review, vote

. Commingled Index Manager recommendation, possible vote

. Portfolio Rebalancing recommendation, possible vote

ga A W N

. Investment class performance/value annual report [ORC 4121.12(F)(12)], possible

vote

6. Investment Consultant Performance Report 3Q08

7. Private Equity sale completion report

12:00 pm-2:00 pm, Level 2 Room1

1. Mercer Asset/Liability Project progress report

2. Annual Custodial Review

1. Investment Consultant Asset/Liability Report and recommendation, possible vote

1. Investment Consultant Performance Report 4Q08

1. Investment Consultant Performance Report 1Q09

|1. BWC Investment Division Goals FY2010

1. Investment Consultant Performance Report 2Q09

11/7/2008

10:30
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