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SPECIAL JOINT MEETING OF THE AC TRANSIT 
BOARD OF DIRECTORS AND RETIREMENT BOARD 
President Greg Harper and Chair Jeffrey Lewis Presiding 
Wednesday, September 18, 2013 at 1:00 p.m. 

The Alameda-Contra Costa Transit District Board of Directors held a 
special joint meeting with the AC Transit Retirement Board on 
Wednesday, September 18, 2013. 

At 1:06 p.m., President Harper convened the Special Joint Meeting. 

1. ROLLCALL 
AC Transit Board Members Present: Ortiz, Williams, Davis, Peeples, I 
Wallace, Harper 

1 

Absent: Young ' 

Retirement Board Members Present: Clinton, Riemer, Willis, Williams, I 
Lewis ' 

Absent: None 

2. PUBLIC COMMENT 
There was no public comment offered. 

3. INTRODUCTION OF PARTICIPANTS 
Staff for the District: 
David J. Armijo, General Manager 
David A. Wolf, General Counsel 
Linda A. Nemeroff, District Secretary 

l Charlie Chittenden, Buck Consultants 
: 

Staff for the Retirement Board: 
Hugo Wildmann, Retirement Systems Manager 
Russ Richeda, Counsel for the Retirement Board 
Bob McCrory, Cheiron 
Graham Schmidt, Cheiron 
Carolyn Smith, NEPC 

4. ! DISCUSSION ITEMS 
1 All agenda items were presented for information and discussion; no 

actions were taken. 

[PowerPoint presentations and ather documents associated with Item i 
4A are incorporated into the file by reference.] l 

A. Historical summary of the following: 
A-1. Role and responsibility of the Retirement System 
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Retirement Board Attorney Russ Richeda provided an overview of 
the California Pension Protection Act as well as a history of the 
Retirement Board and its role and responsibilities. 

Director Ortiz asked how the Retirement Board and the Board of 
Directors/District communicate with respect to decisions to set 
actuarial assumptions and contribution rates. Mr. Richeda advised 
that since the District's Chief Financial Officer is on the 
Retirement Board, there is coordination with the District. In 
addition, there are meetings of the Retirement Board which the 
General Manager usually attends when actuarial issues are 
discussed, internal communications and meetings between the 
General Manager and the Retirement System Manager. He added 
that the Retirement Board is interested in the District's 
perspective on these issues. 

Items A-2, A-3, and A-4 were discussed concurrently. 

A-2. District contribution and the funded ratio of the Plan {historical 
& going forward) 

A-3. Investments and how they impact the District contribution 
A-4. The District's Unfunded Actuarial Accrued Liability 

Bob McCrory, Cheiron, commented on the state of the 
Retirement Plan today, recent history, and its future. He further 
advised that the Retirement Board had reduced the assumed rate 
of return on the plan from 7.5% last year to 7.375% this year and 
to 7.25% next year and thereafter. 

Referring to the slide entitled "Current Status: Plan Cast": 

Director Ortiz asked if the Funded Ratio (63.92%) was expected to 
change next year as a result of the new GASB reporting 
requirements. Mr. McCrory advised that for all practical purposes 
the methodology for computing this figure would not change. He 
further reported that as a result of amortizing unfunded liabilities 
over a longer period of time, GASB rules could force liabilities to 
be discounted at a lower rate. He added that the entities that 
are really affected by GASB are those that aren't making full 
actuarial contributions, noting that the District makes its 
contribution every year. 

Chair Lewis clarified that the contribution the District is making 
every year consists of a portion of the accumulated past debt as 
well as the cost of future benefits which accrued in the current 
year. He added that as long as the District continues making the 
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contribution, there will not be a dramatic change as a result of 
GASB. 

With regard to unfunded liability, Mr. McCrory advised that this 
will appear on the District's balance sheet and, because other 
financial statements are driven by the balance sheet, the pension 
expense could vary year to year if the unfunded liability changes a 
lot from year to year. In years where there is a good return, the 
unfunded liability will drop and result in pension income on the 
District's financial statements. 

Director Davis observed that Total Dollars in Cost and Cost as a 
Percent of liability Payroll did not seem to relate on a one-to-one 
basis. Mr. McCrory agreed noting that this was because the dollar 
cost is changing based on what the cost is expected to be and the 
payroll changes are based on the salary that is actually paid. 

Referring to the slides entitled "Pion Normal Cost by Benefit", 
"Plan Cost by Source", and "Plan Cost History": 

Vice President Wallace asked if employees could take a lump sum 
cash-out when they retire and was advised that the plan did not 
offer this option. 

Referring to the slides entitled "Plan Funding History", "History of 
Annual Returns", and "Impact of Actuarial Rate": 

Mr. McCrory provided an overview. President Harper 
commented that it may be beneficial to have a discussion in 
terms of the certainty that is needed operationally and how it 
figures into determining the District's contribution to the plan 
rather than relying solely on actuarial numbers. 

Mr. McCrory advised that the plan already included several 
mechanisms to smooth costs, adding that actuaries have 
restrictions under GASB and applicable laws on what they can do 
and that he already provides projections of costs as a routine part 
of the actuarial valuation. However, he did point out that it 
would be nice to consolidate the pension with budget numbers 
and said that he could work with the District's budget and finance 
departments to build a projection of revenues and expenditures 
on the operational side which he could fold into the actuarial 
projection and that this might help the District from a budget 
standpoint and be beneficial for the Board. 
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Chair Lewis agreed, noting that the Retirement Board could not 
change or postpone its actuarial assumptions in order to defer the 
District's contribution later on. 

Director Davis commented that perhaps some of the unrestricted 
assets needed to be set aside for the uncertainty of not knowing 
what our contribution is going to be through the years. He said 
some funds could be set aside to hedge against the uncertainty. 
He also asked if the contributions over the past 5 to 7 years were 
rising faster than the District's operating revenue, and if so, the 
Board needed to know this. Mr. Clinton confirmed that the 
contribution was rising faster than revenues. 

With regard ta the slide entitled "Plan Status: Impact of Actuarial 
Rate": 

Director Ortiz commented on communication between the two 
Boards and asked who made decisions concerning the District's 
contribution. Mr. Lewis advised that the Retirement Board did. 
The ultimate decision on the District contribution is made by the 
Retirement Board. As part of the decision making process the 
Retirement Board welcomes and invites input from the District. 
As part of the process both the input of the Chief Financial Officer 
and the General Manager is received by the Retirement Board. 
Director Peeples noted the push-back that the District had 
received during previous parcel tax elections, which questioned 
the District's contribution and how realistic the budget was. 

Mr. Wild mann commented on the issue of communication, noting 
that Director Peeples attended the Retirement Board meeting as 
did the Chief Financial Officer and the General Manager. He felt 
that the District's voice was well represented and listened to by 
the Retirement Board. 

Mr. Armijo commented that from a financial standpoint, the 
District was controlling costs and indicated that a lot of effort was 
given to achieve a balance between the Retirement Board and the 
District in terms of the contribution rate. 

Items were presented for information only. 

A-5. Retirement System Financials 

AC Transit General Manager David Armijo commented on the 
Audited Financial Statements for the Retirement Plan, noting the 
improvement in the fund from the previous year and the District's 
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contribution level was relatively the same. He also pointed out 
that the number of people retiring had dropped since 2011. 

This item was presented for information only. 

B. Investment portfolio performance. 

[A copy of the PowerPoint presentation is incorporated into the file by 
reference.] 

Carolyn Smith, NEPC, presented an overview of the following: 
Annual Returns for Asset Classes; 
Plan Performance; 
Asset Allocation for the AC Transit Employees' Retirement Plan; 
Total Fund Summary vs. Peer Universe; 
Total Fund Return Summary vs. Peer Universe; 
Investment Summary as of July 31, 2013; 
AC Transit Asset Mixes- 2013 Assumptions; and 
2013 Retirement Board Activities. 

With regard to the 2013 assumptions for asset mixes, Ms. Smith 
explained that a lower standard deviation of asset return would result 
in less risk. 

I 

Mr. Wildmann explained that what the Retirement Board is trying to ! 
do is to reposition the portfolio so if something similar to what 
happened in 2008 happens again, the downside won't be as great. He 
added that if there is a year where the stock market is down 15% or 
20% the fund will be down but not as much as it would have been 
without the changes. He also said that historically when the market 
goes down, it rebounds fairly quickly. 

President Harper said that he read a couple of articles that seemed to 
indicate that the problem with pensions now is that in order to meet 
their goals (return), they need to make riskier investments. He asked 
how risky private debt, international, small cap, small cap value were. 
Ms. Smith advised that there was risk associated with all of these 
categories, but it was important to understand that if no risk is taken, 
then nothing will be earned. If a stable return was the goal, invest in 
bonds, but this would only earn 2% or 3%. She went on further to say 
that the investment portfolio in 2008 had a very traditional structure in 
that 63% of the portfolio was tied to the success of the stock market. 

Member Riemer defined risk, saying that it meant fluctuation and 
highly fluctuating investments could result in higher returns. 
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I The item was presented for information only. 

C. Future District funding. 

Chief Financial Officer lewis Clinton presented an overview of the 
following graphs, which are incorporated into the file by reference 
pertaining to District operations, revenues and expenses: 

Chart 1: Financial Trend Analysis - Fiscal Years 2004 through 
2020; 
Chart 2: Financial Trend Analysis of Operating Revenues; 
Chart 3: Financial Trends for Fiscal Years 2004 through 202? 
(Operating and Non-Operating Revenues); and 
Chart 4: Trend Analysis of Operating and Non-Operating 
Revenues Shown as a Percentage of Total Revenues. 

Mr. Clinton noted that the District's structural deficit was evident in 
Chart 1, between years 2013 and 2014, whereby the amount of 
federal, state, and local subsidies fell nearly $20 million. He added that 
this was a result of the District's commitment to using operating funds 
for operations and capital funds for capital projects, which would allow 
the needed investment of capital funds in the maintenance and upkeep 
of District facilities and infrastructure. 

A question arose concerning the availability of redevelopment funds. 
Mr. Clinton advised that the District had received $4 million in the 
current year; however, this revenue source would not be budgeted for 
in the future due to timing and uncertainty. 

Noticing the District's trending structural deficit, Ms. Williams asked if 
the Board's decision to keep capital and operating revenues separate 
would affect service. Mr. Clinton advised that the District was 
concerned about controlling costs, noting that labor was the biggest 
cost component. He added that there might be some improvement on 
the revenue side with sales tax and said that the current service I 
footprint would not be impacted. 

The item was presented for information only. 

D. Update on state pension reform and the implementation of the Public 
Employees' Pension Reform Act (PEPRA). 

Chief Performance Officer Tom Prescott presented an overview of 
current developments regarding pending pension reform legislation - : 
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AB 1222 (Bloom)- Public employees' retirement: collective bargaining: 
transit workers: transportation and SB 13 (Beall) - Public employees' 
retirement benefits. 

Director Ortiz disagreed with staff's analysis that AB 1222 applied to all 
District employees based on the bill summary and the fact the bill was 

l backed by the Amalgamated Transit Union, whose collective bargaining 
j rights were protected under existing federal law. Discussion ensued as 

1 
· 

to whether the law was applicable to just those employees with ! 
collective bargaining rights. Ms. Ortiz asked the General Counsel for a i 
legal opinion on this issue and suggested that the District request an ! 
opinion from the legislative counsel as to whether AB 1222 exempts i 
only those with collective bargaining rights or everyone at AC Transit. l 

I ~ 
I I 
i General Counsel David Wolf commented on the permanency of the 1 

1 
PEPRA exclusion and the current status of negotiations with AFSCME 
and IBEW regarding PEPRA. He also commented on some of the 
unresolved issues regarding the retroactivity of PEPRA and the effect of 
AB 1222/SB13 on employer and employee contribution rates. 

i The item was presented for information only. 
: 

Director Davis and Member Reimer left the meeting at 3:00p.m. 

E. New GASB Accounting Standards. 

1 
[A copy of the PowerPoint presentation is incorporated into the file by i 

i reference.] 

Charlie Chittenden, Buck Consultants, provided an overview of new 
GASB rules 67 and 68, including a summary of the major changes from 
current standards (GASB 25 and 27), net pension liability, discount rate 

l determination, and cost-sharing plans. He further provided information 
I to illustrate the compliance dates and the effect of the new balance 

sheet disclosures as if the rules had been in effect in past year, as well 
as the new key disclosure pieces that will be presented in the financial 
statements for the plan and plan sponsor. 

Bob McCrory, Cheiron, pointed out the need to recognize that there 
J would be a new liability on the balance sheet which affects cost as well 
1 as the probability that the rating agencies could bring about some 
1 uninformed commentary in the press. He recommended having a 
I press policy in place to address questions. 

I 
i The item was presented for information only. 
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5. BOARD/STAFF COMMENTS 
(Government Code Section 54954.2) 

President Harper asked members from both Boards to express what 
concerns them. The following comments were offered: 

Director Williams said that he was concerned about the reauthorization , 
i 

of Measure W and Bl. · 

Director Peeples said that he was concerned about controlling I 
expenses to the extent that the District can remain viable for another i 
100 years. 1 

Member Willis said that she wanted the District to work with the union I 
to get Measure Bl passed. 

Vice President Wallace said his main concern is that the District and 
Union work together to ensure that the District will be around to 
provide service for years to come. 

! 

! 
President Harper said that his concern was that the American Century I 
is over (average returns of 8% or 9%) and that returns won't get much I 
better than they are. I 

Chair Lewis said that his concern was that major investors are shifting ! 
to a more international portfolio. ' 

Member Williams said that she was concerned that the Metropolitan 
1 Transportation Commission was too involved in transit operations, 
I especially AC Transit, and their lack of regard for the fact that the 

District has a unionized workforce, and the way funding is allocated. 

Member Clinton said he was concerned about the asset allocation of 
the investment portfolio. He also said that it was important for the 
District to enact pension reform, noting that the employer could no 
longer be solely responsible for the cost of the pension for its 
employees. 

Director Ortiz said that she was concerned about the widening gap 
between the haves and have-nots. 

General Manager Armijo stated that one of the key elements was 
communication. He said that what had been accomplished over the 
past year was a greater understanding of the challenges for the 
Retirement Board to meet the goals that are required during a time 
when the District is expanding and growing and that it was important 
to be able to fund the retirement system in the future. 
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Hugo Wildmann said that he agreed with the comments about 
comm unication, noting that it is good when the two Boards speak to 
each other and know what both are trying to do. He also sa id that his 
long-term concern was investment returns, noting that they're not 
necessarily controllable regardless of asset allocation. Another 
concern were those who, through political agendas, try to use short
term numbers to make changes that are fundamental and one needs to 
look at the long-term. 

6. ADJOURNMENT 
There being no further business to come before the Board of Directors 
and the Retirement Board, the meeting adjourned at 3:32p.m. 

Respectfully submitted, 

~~~-
District Secretary 
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