WORKERS COMPENSATION BOARD OF DIRECTORS
GOVERNANCE COMMITTEE

THURSDAY, OCTOBER 4, 2007, 10:00 AM
BWC MANSFIELD SERVICE OFFICE
240 TAPPAN DRIVE, NORTH
MANSFIELD, OHIO 44906

Members Present: Alison Falls, Chair
Robert Smith
William Lhota

CALL TO ORDER
Mr. Lhota called the meeting to order at 10:00 AM and theroll call was taken.

ELECTION OF OFFICER

After some discussion, Mr. Lhota made a motion nominating Alison Falls as Chair of the
Governance Committee. Mr. Smith seconded. The motion was approved by a
unanimous vote.

AGENDA

For the Committee’s first meeting, Mr. Smith requested that the Board’'s Committees
structure and size be discussed. In addition, Mr. Smith requested that John Williams
provide some information regarding the Attorney General’s role with the Board of
Directors. Mr. Lhota added his request that the Governance Committee discuss the
charters for al the Committees of the Board. Finaly, Administrator Ryan advised the
Committee members that BWC had received a request from Senator Stivers for all the
Board members to attend a confirmation hearing before the Ohio legislature on either
October 10" or October 17", depending upon Board members availability.

CHARTER
Don Berno, BWC Liaison to the Board of Directors, presented a draft of the Governance
Committee' s charter.

Purpose: Mr. Berno discussed the purpose section, including the Governance
Committee's function of nominating Board members to the various committees. In
addition, the Board members discussed the wording of the ethics portion of the charter.

Membership: The Committee members discussed the manner in which Committee
Chairs should be selected, and whether this issue should be addressed in each Committee
Charter. Mr. Lhota suggested that the Board adopt corporate governance guidelines that
would assist in answering these and other issues. The Committee members discussed
changing the portion of the draft that states that the Chair of the Governance Committee
will be responsible for the annual performance evaluation of the Board members, to the



whole Committee being responsible for this function. The Committee members
discussed that portion of the draft that states that other members will be invited to attend.
The members agreed that this language should be modified to reflect that all Board
members are encouraged to attend all Committee meetings.

M eetings: The Committee members discussed how often they should meet. While other
Governance Committees for other organizations typically meet four times a year, the
other Committees of the Board will be meeting at least nine times. The Committee
members also noted that the Governance Committee will need to meet more often early
in its formation, but less often as time goes on. At a minimum, the members agreed to
meet quarterly. In addition, the members noted that they will need to meet at least once a
year in executive session to discuss confidential personnel issues. The Committee
members noted a yearly review of the Administrator will need to be performed, which
process will begin with the Governance Committee. The Governance Committee will
need to develop a process for handling this function, which will facilitate the whole
Board'sfinal review.

Duties and Responsibilities:

1.) For the education piece, the Governance Committee members noted that the statutory
reference requiring the Board to have an education and orientation program should be
included. (R.C. 84121.12(F)(16))

2.) The Committee members noted that each Committee should independently review the
Committee' s charter on an annual basis in addition to the Governance Committee review.
The Committee members also agreed to change “ Governance Principles’ to “ Governance
Guidelines.”

3.) The Committee members agreed to modify the language of annual evaluation of the
Board members and instead use language of “self assessment.”

4.) This duty was noted to be repetitive to #2, and was recommended for deletion.

5.) There was discussion regarding the meaning of this section, with general agreement
that it related to information flow between BWC and the Board. The Committee
members agreed that this section went into too great a level of detail for the charter, and
should be removed.

6.) The duty was noted to be repetitive to #3 (self-assessment.) It was recommended that
this duty be deleted.

7.) For reporting requirements, Mr. Lhota noted that all committees should be making
reports to the full Board following committee meetings. Mr. Lhota further recommended
that the Resolution from the last Board meeting regarding the minimum number of
meetings to be held by the committees be reviewed to determine if an amendment is
necessary to make it a requirement that the committees report after every committee
meeting.

The remainder of the duties and responsibilities of the charter was determined by the
Committee members to be acceptable as written.

Additionsto the Charter:

Ms. Falls recommended that the Governance Committee take a lead role in preparing
reports and recommendations that the full Board of Directors must make to either the
Governor or the General Assembly. In addition, Ms. Falls noted that the Governance
Committee would coordinate the review of the Administrator for discussion with the full
Board. Ms. Falls further clarified that the Governance Committee would recommend



nominations for Vice-Chair of the full Board of Directors and Committee Chairs to the
Chair of the full Board of Directors for his approval. The Governance Committee would
also review and recommend retention of fiduciary counsel to the full Board of Directors.
Finally, Ms. Falls recommended that the purpose section of the charter be modified to
note that the Governance Committee is a standing committee of the Board of Directors.

FIDUCIARY COUNSEL DISCUSSION

Administrator Ryan and Assistant Attorney Genera John Williams gave some
background information concerning the AG’s role and past work in obtaining fiduciary
counsel. The AG's office issued a request for quotes from law firms to provide these
services. A panel of judges has screened the applicants, and has provided severd
recommended candidates. The Board can review and provide input. After some
discussion about this process, the members of the Governance Committee agreed to
request the AG to conduct an additional review for fiduciary counsel with additional
criteria to be provided by the Governance Committee. Specifically, the Governance
Committee would like to review candidates whose primary practice area is fiduciary
issues, and candidates with no other engagements with BWC. A similar request
regarding investment counsel will be made to the AG’ s office.

ATTORNEY GENERAL ROLE

AAG John Williams provided a brief explanation of the role of the Attorney General’s
office with the BWC Board of Directors. Mr. Williams explained that the AG’s office
serves aslegal counsel to the Board. The BWC Board is Mr. Williams' client/agency.

MEETING SCHEDULE

The Committee members discussed their upcoming meeting schedule. For the next
meeting, the members agreed that fiduciary counsel candidates would be interviewed.
Ideally, the Governance Committee would meet before the next full Board meeting so
that fiduciary counsel could be selected. The Governance Committee agreed to meet on
October 24, 2007 from 4:00 to 6:00 PM. In addition to interviewing fiduciary counsel,
the Committee will also review all committee charters for consistency.

COMMITTEE SIZE

Mr. Smith discussed the issue of committee size. He noted that if committees are too
small, there is a potential for issues to be blocked by a small number of Board members.
Ms. Falls asked whether a committee could report a motion to the full Board, explaining
that the motion was not passed by the committee, but requesting the full Board to
consider theissueif it isoneinvolving fiduciary responsibility. The Committee members
discussed who can make motions at committees, who can vote on those motions, and
what a quorum might be for the committees. The group agreed to continue to review
these questions, and agreed to consult with legal counsel and with Robert’s Rules of
Order on these matters. Once all issues are resolved, the Governance Committee agreed
to provide explanation in its charter.

Mr. Smith made a motion to adjourn, and Mr. Lhota seconded. The meeting was
adjourned at 12:00 PM.



OHIO BUREAU OF WORKERS COMPENSATION

AUDIT COMMITTEE CHARTER DRAFT

Purpose

The Audit Committee has been established to assist the Board of Directors of the Ohio Bureau of
Workers Compensation in fulfilling its fiduciary oversight responsibilities through:

Oversight of the integrity of financial reporting process.

Compliance with legal and regulatory requirements.

Monitor the design and effectiveness of the system of internal control.
Confirm external auditor’s qualifications and independence.

Review performance of the internal audit function and independent auditors.

Member ship

The Committee shall be composed of a minimum of three (3) members, appointed by majority
vote of the Board of Directors of the Ohio Bureau of Workers Compensation. One member
must be a certified public accountant. The Chairperson is designated by the Board, based on the
recommendation of the Board chair and the Governance Committee.

M eetings

The Audit Committee shall meet at least nine (9) times annually, or as frequently as needed and
will provide activity reports to the Board of Directors. The Committee will invite members of
management, external auditors, internal auditors and/or others to attend meetings and provide
pertinent information, as necessary. Subject to open meeting laws, the Committee will hold
executive sessions with external auditors, when deemed appropriate in the performance of their
duties. A quorum shall consist of a magjority of the Committee members. The Committee will
have a staff liaison designated to help it carry out its duties.

Duties and responsibilities

The Audit Committee shall have responsibility for the following:

1. Oversight of theintegrity of the financial information reporting process:

a. Review with management and the external auditor significant financial
reporting issues and judgments made in connection with the preparation of the
financial statements.

b. Review with management and the external auditor the results of the audit.

2. Developing an oversight process to assess the adequacy and effectiveness of internal
controls and provide the mechanisms for periodic assessment of system of internal
controls on an ongoing basis.

3. Overseeing the assessment of internal administrative and accounting controls by both the
external independent financial statement auditor and internal auditor.

4. Consulting on the appointment and/or removal of the Chief of Internal Audit and have
oversight on the work of the Internal Audit Division.
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10.
11.

12.

13.

14.

15.

16.
17.

Serving as the primary liaison for Bureau of Workers' Compensation Board of Directors
and providing a forum for handling al matters related to audits, examinations,
investigations or inquiries of the Auditor of State and other appropriate State or Federal
agencies.

Ensuring the independence of the external auditor and approve all auditing, other
attestations services and pre-approve non-audit services performed by the external
auditor.

After every meeting, report to the Board of Directors of the Bureau of Workers

Compensation on all activities, findings and recommendations of the Committee.
Establishing policies and procedures to function effectively.

At least once every 10 years, have an independent auditor conduct a fiduciary
performance audit of BWC'’s investment program, policies and procedures. Provide a
copy of audit to the Auditor of State.

Review all internal audit reports on regular basis.

Recommend to the Board an accounting firm to perform the annual audit required under
R.C. 4123.47. Recommend an auditing firm for the Board to use when conducting audits
under R.C. 4121.125.

Retain and oversee consultants, experts, independent counsel, and accountants to advise
the Committee on any of its responsibilities or assist in the conduct of an investigation.
Seek any information it requires from employees—all of whom are directed to cooperate
with the Committee' s requests, or the requests of internal or external parties working for
the Committee. These parties include, but are not limited to internal auditors, all external
auditors, consultants, investigators and any other specialists working for the Committee.
Review results of each annua audit and management review; if problems exist, assess
appropriate course of action to correct, and develop action plan. Monitor implementation
of any action plans created to correct problems noted in annual audit.

All Committee actions must be ratified or adopted by the Board of Directors of the
Bureau of Workers' Compensation to be effective.

Coordinate with the other Board Committees on items of common interest.

The Audit Committee Charter will be reviewed on an annual basis.

Audit Committee Charter.doc
Draft 092607
Review & Approved 102507, Ken Haffey, chairperson




Actuarial Committee Charter
Second Draft
October 25, 2007

Purpose

The Actuarial Committee has been established to assist the Ohio Bureau of Workers’
Compensation Committee Board of Directors in fulfilling their responsibilities through:

e Monitoring the actuarial soundness and financial condition of the funds and
reviewing rates, reserves and level of net assets

Oversight of the integrity of the actuarial audit process

Compliance with legal and regulatory requirements

Monitor the design and effectiveness of the actuarial studies

Confirm external actuarial consultants’ qualifications and independence
Review performance of independent external actuarial work product

Member ship

The Committee shall be composed of a minimum of three (3) members, elected by the
Board of Directors’ of the Ohio Bureau of Workers’ Compensation.

Each committee member will be independent from management. At least one member of
the Committee must be a certified actuary. The Board shall designate the Committee
chairperson based on the recommendations of the Governance Committee and the Board
Chairperson.

The chair will be responsible for scheduling all meetings of the Committee and providing
the Committee with a written agenda for each meeting. The Committee will have a staff
liaison designated to assist it in carrying out its duties.

M eetings

By majority vote the Committee will recommend to the Board of Directors their meeting
schedule. There shall be not less than nine (9) meetings each year. Reports shall be
made to the Board after each meeting. The Committee also has the authority to convene
additional meetings, as circumstances require. The Committee will invite members of
management, external actuarial firms, internal actuarial staff and/or others to attend
meetings and provide pertinent information, as necessary. Subject to open meeting laws,
the Committee will hold executive sessions and private meetings with actuaries and
auditors, when required in the performance of their duties. A quorum will be a majority
of the Committee members.



Duties and Responsibilities

The Actuarial Committee shall have responsibility for the following:

1. Recommend actuarial consultants for the Board to use for the funds
specified in the Ohio Revised Code.

2. Review calculation on rate schedules and performance prepared by the
actuarial consultants with whom the Board contracts.

3. Supervise for the Board’s consideration the preparation of an annual report
of the actuarial valuation of the assets, liabilities and funding requirements
of the state insurance funds to be submitted to the Workers” Compensation
Council and the Senate and House.

4. Coordinate with other Board Committees on issues of common interest.

At least once every five (5) years have actuarial investigation of

experience of employers; mortality, service and injury rate of employees;

payment of benefits in order to update the assumptions on the annual
actuarial report.

6. Have actuarial analysis prepared of any legislation expected to have
measurable financial impact on the system, within 60 days after
introduction of legislation.

7. This charter shall be reviewed annually; any changes shall be approved by
the Governance Committee and the Board.

8. Consult in the appointment of and oversee the work of any actuarial firm
engaged by Ohio Bureau of Workers” Compensation to complete actuarial
studies.

9. Recommend retention and oversight of consultants, experts, independent
counsel and actuaries to advise the Committee on any of its
responsibilities or assist in the conduct of an investigation.

10. Seek any information it requires from employees — all of whom are
directed to cooperate with the Committee’s requests, or the request of
internal or external parties working for the Committee. These parties
include the internal actuaries, all external actuaries, consultants,
investigators and any other specialties working for the Committee.

11. Make recommendations to the Board of Directors of the Ohio Bureau of
Workers’ Compensation for Board decisions.

N

Actuarial Committee Charter.doc
Draft 092607
Review & Approved 102507, Chuck Bryan, Chairman
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Dr aft
Governance Committee Charter
October 24, 2007

Purpose
The Committee shall assist the Ohio Bureau Board of Directors in fulfilling its oversight

responsibilities relating to developing and implementing sound governance policies and
practices. The Committee is responsible for:

e reviewing and recommending to the Board the adoption of governance
guidelines and committee charters;

e recommending director assignments to Board committees; overseeing
compliance with Ohio ethics laws, regulations and policies;

e developing a process for the Board’s assessment of its performance and the
performance of Board committees and a self assessment by Directors; and

e making recommendations for Board Vice-chair and committee chairs for the
Chairman’s consideration and the Board’s approval.

Member ship

The Committee shall be composed of three or more Directors appointed annually by the
Board. The Board shall designate the Chair of the Committee.

The Chair will be responsible for scheduling all meetings of the Committee and
providing the Committee with a written agenda for each meeting. The Committee
encourages all Board members to attend their meetings. The Governance Committee is a
standing committee of the Ohio Bureau of Workers’ Compensation (BWC) Board of
Directors. The Committee will have a staff liaison designated to assist it in carrying out
its duties.

M eetings

The committee shall meet quarterly or more frequently as it shall determine is necessary
to carry out its duties and responsibilities. The Chair will schedule regular meetings;
additional meetings may be held at the request of two or more members of the
Committee, the Administrator or the Chair of the Board. A majority of the members
shall constitute a quorum. At least one meeting shall be in executive session for the
purpose of personnel review.

Duties and Responsibilities
In carrying out its oversight responsibilities, the Committee shall:

1. Oversee the BWC orientation process for newly appointed members of the BWC
Board and assist the Board in its implementation. The Committee shall also regularly
assess the adequacy of and need for additional continuing director education programs.
At a minimum, the education components must meet the requirements of ORC
4121.12(F)(16).



2. Annually review the Board’s Governance Guidelines and the charters of the Board’s
standing committees, and making such recommendations as the Committee determines
necessary or appropriate, including recommendations concerning the structure,
composition and functioning of the Board and its committees, subject to Board approval.
3. The Committee shall develop and coordinate the annual self-assessment of the Board
and its Committees.

4. The Committee shall make reports to the Board following their meetings.

5. The Committee shall review and reassess the adequacy of this Charter annually and
recommend any proposed changes to the Board for approval.

6. The Committee shall make recommendations for Board Vice-chair and committee
chairs for the Chairman’s consideration and the Board’s approval.

7. The Committee shall review any reports, recommendations and materials prior to
approval by the Board for submission to the Governor, General Assembly or the
Workers’ Compensation Council.

8. The Committee shall oversee compliance with Ohio Ethics laws, regulations and
policies.

9. The Committee shall oversee annual review process of the Administrator, and report
to the Board.

10. Make recommendations to the Board for retaining fiduciary counsel.

11. Coordinate with other Board committees on issues of common interest.

12. Perform such other duties required by law or otherwise as are necessary or
appropriate to further the Committee’s purposes, or as the Board may from time to time
assign to the Committee.

Draft reviewed Oct. 4, 2007
Approved as edited Oct. 24, 2007; Alison Falls, Chair




Draft October 24, 2007

OHIO BUREAU OF WORKERS’ COMPENSATION BOARD OF DIRECTORS

INVESTMENT COMMITTEE CHARTER

Purpose

The purpose of the Investment Committee is to ensure that the assets of the Ohio
Bureau of Workers’ Compensation (BWC) 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 provides assistance to the Board of Directors in the review and oversight of the State
Insurance Fund and each Ancillary Fund (collectively the Funds) assets;

e responsible for developing and monitoring the implementation of the BWC’s
investment policy.

Membership

The Investment Committee must consist of at least five members, two of whom must
be the investment and securities expert members of the Board. Based on the
recommendations of the Governance Committee, the Board, by majority vote, must
appoint two additional members to serve on the Investment Committee and may
appoint one additional member, 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 Chairperson is designated by the Board, based on the
recommendation of the Board chair and the Governance Committee.

Meetings

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. A quorum at any
Investment Committee meeting will consist of a majority of the Committee members.



The Chairperson 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 to 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.

1.

Develop and recommend the strategic asset allocation and investment policy
for the Funds and submit to the Board for approval. The Committee will
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.

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.

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.

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 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.

Monitor and review the investment performance of the Funds on a quarterly
basis to determine achievement of objectives and compliance with this
investment policy.



7. 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.

8. Recommend the opening and closing of each investment class and submit to
the Board for approval.

9. 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.

10.Recommend investment counsel to the Board for engagement.

11. Report all activities/recommendations to the Board following each meeting of
the Investment Committee.

12. The Investment Committee will coordinate with other Board committees on
items of common interest.

13. At least annually, this charter must be reviewed by the Investment Committee
and any proposed changes submitted to the Governance Committee and to
the Board for approval.
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