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INVESTMENT OBJECTIVES

The primary investment objective is to manage the reserve to preserve the ability of Funds to pay all
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
guarterly 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 circumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matters would use in the conduct of an enterprise of a like character
and with like aims, and by diversifying the investments of the assets of the funds so as to 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 behalf 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. 4123.44 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 Responsibilities

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.

viil.

Xi.

Xil.

Xiii.

Approve the strategic asset allocation and investment policy for the Funds and periodically review
such policy in light of any changes in actuaria 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 majority 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 all Investment Consultants.

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

Approve the final selection and funding and termination of all Investment Managers and General
Partners.

Approve the asset class to be managed, investment style, scope of investment activities and
maximum percent of the Fund that may be allocated to each Investment Manager and General
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 shall be a senior member of the OBWC staff with the primary responsibility for
implementing the Investment Policy. Subject to the supervision and control of the Administrator, the
Chief Investment Officer shall:

vi.

Vil.

viii.

Xi.

Xii.

Xiii.

Xiv.

XV.

Consult with and receive approva 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 actuarial 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 goals and compliance with Investment Policy. Provide a report of monthly
market value changes by investment asset class.

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

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

Consult with and receive approval 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 allocated to
each Investment Manager and Genera 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 approval from the Board regarding criteria and procedures to be
utilized to select Investment Managers and General Partners.

Monitor all 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 approval by the Board of any significant change in investment strategy of
approved Investment Managers and General Partners.

Monitor manager trade execution.

Promptly vote all proxies and related actions in a manner consistent with the long-term interests
and abjectives 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 al
regulatory obligations related thereto.

Report to the Board on at least an annua basis summary trade activity by brokerage firm and
communicate any unusual trading activity to the Board in a timely manner, including any
discussions with Investment Managers regarding such trading activity.



C.

XVi.

XVii.
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Consult with the Funds' Investment Managers on at least a quarterly basis to discuss account
performance and other material information.

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

Investments Managers Responsibilities

Each Investment Manager shall:

Vi.

Vii.

viii.

Xi.

Xii.

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 set 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 Institute.

Provide the CIO with firm's Brokerage, Soft Dollar and Trade Execution Policy on an annual
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 CIO 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 aquarterly 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, shall promptly vote al
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 annual 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.

-6-



XiV.

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

Acknowledge and agree in writing to their fiduciary responsibility to fully comply with the entire
Investment Policy.

. General Partners Responsibilities

Each Genera Partner shall:

Vi.

Vil.

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 financial statement for
each partnership or fund to which the Ohio BWC has made a commitment.

Provide the CIO with an annual Valuation 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 annual basis (for agreements
entered into after January 1, 2006 only).

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

. Investment Consultants’ Responsibilities

The Investment Consultant shall:

Vi.

Vil.

Provide independent and unbiased information to the Board, the Administrator and the CIO.
Assist in the devel opment 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 evaluate Investment Manager performance on an ongoing basis.
Conduct due diligence on the Funds' current and prospective Investment Managers.

-7-
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viii. Establish a procedural due diligence search process.

iX. Assigt 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 annual 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

The Fundsare part of the Ohio Workers Compensation System, an exclusive state insurance fund
system that isheld for the sole benefit of theinjured 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, hon-U.S. equity, alternative investments and cash equivalents. 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 major asset classes. These policies are detailed in Section VII.

B. Rebalancing Policy

The asset allocation targets represent a long-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 actual weightings
fall outside of the ranges specified above. The Board expects range rebalancing to produce a superior
return/risk tradeoff as compared to time rebalancing because turnover occurs only when necessary.

The Funds asset allocations are to be monitored quarterly, or more frequently if market conditions
warrant. Should the actual asset alocations 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 allocation 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 Guidelines

The following represent the general guidelines that will apply to the management of Fund assets. In
addition, each Investment Manager will have specific guidelines 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 General 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 thetimeit is hired.

An investment organization, utilizing passive investment strategies, may manage up to 100% of
the Funds' assets at thetimeit 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 passive management. 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
organizational 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
constraint, “asset class’ shall be broadly defined to include all styles, sub-sectors, or specialty
portfolios managed by afirm within a particul ar asset class.

Fixed Income I nvestments

The investment 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
characteristics 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 total fixed income portfolio shall 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 arange 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
therisk of losses:

By Sector:
Sector Allocation Max. % of Fixed
[ncome

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)
Commercial Mortgage Backed Securities (CMBYS) 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 Governments 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)
Aa/AA 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 *x 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” securities owned

Individual 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
unique ticker symbol, such that each distinct credit name has a different ticker symbol as represented
on Bloomberg or other such informational 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 ratingsif 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
al 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 general 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 aviolation 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 also 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 meeting.

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

-11-
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iii.  U.S. Equity

The investment goal of the domestic equity investmentsis 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:

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

e 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 investmentsis 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 shall be diversified as specified below to minimize the risk of

losses:

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

o 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
allocation of each Fund.

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

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

iv. Alternativel nvestments

The State Insurance Fund has allocated a portion of its investment portfolio to private equity
securities, limited partnerships and funds of funds subject to all applicable legal 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.

-12 -
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Cash Equivalents
Cash equivalents may be held to meet each Fund’ s short term cash flow needs.

SecuritiesLending

Securities lending 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 Managersis expressly prohibited, with the
exception of collateralized mortgage obligations (CMOs) and asset backed securities (ABS), and
TBA mortgage-backed securities in accordance with the restrictions outlined below and in Section
IV.C.ii above.

CMOs are mortgage-backed bonds that separate mortgage pools into different maturity classes.
Issued by the Federal Home Loan Mortgage Corporation (Freddie Mac) and private issuers, CMOs
are usually backed by government-guaranteed or other top-grade mortgages. To qualify for
investment by the Funds, CMOs must be rated AA or better and not be levered. Interest-only (10s)
and principal-only (POs) instruments are prohibited.

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 original 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 National Mortgage Association (Fannie Mae), or Government
National Mortgage Association (Ginnie Mae).

Commission Recapture/ Directed Brokerage

The Funds shall not engage in commission recapture or directed brokerage programs.

General Prohibitions

The following activities or investments are expressy prohibited within the Funds:
a. Short selling in any form.
b. All formsof leverage, including, but not limited to, purchasing securities on margin, treasury
rolls and reverse repurchase agreements.

-13-
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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
unregulated investments that are not commonly part of an institutional portfolio, that lack
liquidity and that lack readily determinable valuation.

V. PERFORMANCE OBJECTIVES

A. Total Fund

The primary performance objective for each Fund is to achieve an aggregate rate of return that
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 Index
Long Duration Lehman Long U.S. Government/Credit Index
High Yield Merrill Lynch High Yield Master |1
Inflation-Protected Securities Lehman U.S. TIPS

U.S. Equity Wilshire 5000
Large Cap S& P 500
Small/Mid Cap Wilshire 4500 / Russell 2500
Alternative Investments Wilshire 5000 + 5%

Non-U.S. Equity MSCI EAFE

Cash Equivalents 90-Day T-Bill

B. Asset Class Composites

Each asset class shall 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 returnin
excess of the index, net of expenses, on a consistent basis.

-14 -
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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:

e Evaluate the performance of each Investment Manager.

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

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

e 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.

Realization 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.

Organizational changes including:

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

YV VY

VI. COMMUNICATIONS

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

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

e Each Investment Manager will provide all reporting required under Section I11. C. of this Policy.

e Each Investment Manager is expected to meet with the Administrator and/or the Chief Investment
Officer at least annually at OBWC offices.

e Frequent and regular communication with the OBWC by all Investment Managersis encouraged.

-15-
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TARGET ASSET MIXESAND RANGES
A. Statelnsurance Fund (SIF)
The State Insurance Fund liabilities consist of the following primary components:

e Indemnity cost: the compensation paid to injured workers for lost wages
e 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 Standards
Board (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 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 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 medical 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 general asset classes approved for investment and the strategic target
weights. The alowable range for all target weightsis reflected in the following table.

M anagement Style

Asset Class Policy Policy Passive Active
Target?! Range
Total Fixed Income: 79% 76-82% 47% 32%
Long Duration 54% 51-57% 27% 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%
Small/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 Pneumaconiosis Fund (CWPF)

The Coa Workers' Pneumoconiosis Fund (*CWPF”) provides benefits for injured workers under the
Federal Coal Mine Health and Safety Act of 1969. The CWPF provides voluntary coverage to
employers who have employees who are exposed to coal dust, as required by federal law.

These liabilities 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 a
rate 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 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 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 annual 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 medical 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% 74% %
Long D.uration 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 Federal L ongshoremen and Harbor Workers' Act.

These liabilities are intermediate-term in nature, with an approximate duration of 3-4 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 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 also be invested in equity, inflation-protected, or other
securities in order to protect the reserve against unexpected medical 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 allowable range for all 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%

2 Expected to be implemented by December 31, 2006

3Approval to invest the assets of the MIF on an interim basis in the institutional money market fund that is
currently utilized for BWC' s cash bal ance 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
DWRF entitlement amount.

These liabilities are long-term in nature, with an approximate duration of 10 years. Premiums are set
each year at a level that is expected to cover the cost of future claims. These costs are discounted at a
rate 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 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 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 annual 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 medical 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 general asset classes approved for investment and the strategic target
weights.  The allowable range for all target weightsis 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 D.uration 54% 51-57% 27% 27%
High Yield 5% 4-6% 0% 5%
[nflation-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 Cgp 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 3-4 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 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 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 annual 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 medical 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 allowable range for all 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. Self Insured Employers Guar antee Fund (SIEGF)
The Self 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 alocation 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 weightsis +/- 10% of the policy target weight.

Asset Class Policy Target
Total Fixed Income: 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 all interested parties.

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

FAIR CONSIDERATION/PUBLIC INTEREST 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 their 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:

e Hasits corporate headquarters or principal place of businessin Ohio
e Employsat least 500 individualsin Ohio
e Hasaprincipa place of businessin 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 majority-owned by one, or any combination, of the following
groups. African American, Native American, Hispanic American and Asian American.

Additionally, 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 women-owned firm on behalf of the Funds if such hiring is inconsistent with its
fiduciary duty to the Funds and their stakeholders.
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