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SPECIAL JOINT MEETING OF THE AC TRANSIT

BOARD OF DIRECTORS AND AC TRANSIT RETIREMENT BOARD

President H. E. Christian Peeples and Chair Jeffrey Lewis Presiding
Wednesday, October 19, 2016 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, October 19, 2016.

ACTION

SUMMARY

At 1:00 p.m., President Peeples called the Special Joint Meeting to
order.

l INTRODUCTION OF PARTICIPANTS & ROLL CALL
AC Transit Board Members Present: Wallace, Harper, Ortiz, Williams,
Peeples
Absent: Young, Davis

Retirement Board Members Present: Lee, Riemer, Willis, Williams,
Lewis
Absent: None

Staff for the District:

MichaeIA. Hursh, GeneraIManager
Denise C. Standridge, General Counsel
Linda A. Nemeroff, District Secretary
Claudia Allen, Chief FinancialOfficer
Ralph Martini, Controller

Staff for the Retirement Board:
Hugo Wildmann, Retirement System Manager
Russ Richeda, Counsel for the Retirement Board

Graham Schmidt, Consulting Actuary, Chevron
Anne Harper, Consulting Actuary, Chevron
Carolyn Smith, NEPC Investment Consultant

2. DISCUSSION ITEMS

Powerpoint presentations and other documents associated with Item 2
are incorporated into the file by reference.

2A Role and responsibility of the Retirement Board. INFORMATION
ONLY

Retirement Board Attorney Russ Richeda gave a brief overview of the
Retirement Board's authority under the California Pension Protection
Act, including its role and responsibilities.

Vice President Ortiz asked what would happen if the AC Transit Board
and Retirement Board disagreed in their interpretation of a plan
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provision. Mr. Richeda advised that if a situation were to arise where a
plan provision was ambiguous, it would be the Retirement Board who
would decide the issue. Depending on the issue, the District might
want to express its position. If the District disagreed with the
Retirement Board's interpretation, the District would have various
options it could explore to have the Board's position evaluated,
including the cou rts.

The item was presented for information only

2B District contribution and the funded ratio of the Plan INFORMATION

ONLY

The Retirement Board's actuary, Graham Schmidt of Cheiron, provided
an overview of the current actuarial valuation, plan costs by benefit
source, history of plan cost and funding, and projections of future costs
and the funded ratio for the plan.

Mr. Schmidt addressed questions concerning inactive participants, plan
cost and contributions, and the unfunded actuarial liability. He also
provided an overview of a layered amortization policy the Retirement

Board voted to implement in August, which would allow the current
liability to be paid off in 12 years and future unfunded actuarial liability
to be amortized in separate layers.

The item was presented for information only

2C. Asset allocations and performance. INFORMATION
ONLY

Carolyn Smith, NEPC, presented an overview of the asset allocation of
the pension plan from 2009 to present, noting that during this period,
the biggest change to the portfolio involved moving 10% of the large
cap domestic equities to private markets, such as real estate and
private debt.

Ms. Smith reported that plan performance generally follows what
happens in the capital markets, noting that it was unrealistic to expect
to earn a 7.25% rate of return in a market environment that is negative
or very low.

Vice President Ortiz observed the growth in the stock market in 2015
versus the actual rate of return for the investment portfolio. Ms. Smith
explained that AC Transit has a diversified portfolio and if it were 100%
invested in the S&P 500, it would have seen a higher rate of return.
Chair Lewis commented, however, that to place the entire portfolio in
stocks would be irresponsible
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Also discussed was AC Transit performance compared with other public
pension plans of a similar size.

The item was presented for information only

2D. I Comparison of the 2008 investment strategy with the current I INFORMATION

strategy, how they differ, and the results. ONLY

Carolyn Smith, NEPC, discussed the cumulative performance of the
retirement fund from December 2007 through August 2016, noting
that a 60% global equity/40% U.S. fixed income investment strategy
would have earned an average of 3.79% per year, but instead the
District had earned an average of 4.39% a year after fees.

Discussion ensured regarding the need for a stable investment
strategy, one that balances pension benefits for employees against bus
service provided to the public. Member Riemer commented that the

financial health of the District was not something to disregard, but
additional money in the plan would provide more stability. Chair Lewis
commented that the current strategy provides a level of budgetary I
certainty and stability because it guards against the tendency to not I
put money into the plan when it's not required.

Ms. Smith commented that the Retirement Board has the ability to set
the asset allocations for the overall plan with many tools available to
assist them, including diversification which helps to smooth
performance. In addition, assumptions for capital markets and risk are
available for the next 5-7 years, which are used to develop targets.

The item was presented for information only

2E. Discussion regarding the Retirement Board's consideration of ESG

(environmental, social and corporate governance) investing.

INFORMATION

ONLY

Chair Lewis explained the nature of social investing, noting that the
Retirement Board would continue to study and discuss it when it had
more time as the topic was complex and labor intensive. He further
advised that active investment managers are being asked about it
when they present to the Retirement Board. He called attention to the
memo in the agenda packet which provided additionalinformation.

The item was presented for information only

2F. Update on the Public Employees' Pension Reform Act (PEPRA) and
verbal update on AC Transit's Tier 2 Plan.

INFORMATION

ONLY
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AC Transit's GeneralCounsel Denise Standridge provided an update on
the status of the legalproceedings concerning PEPRA and the timeline
for reaching final adjudication, notwithstanding the possibility of an
appeal. She added that new condition letters had been received from
the Department of Labor and that the District had provided the same
response as the previous year.

She also gave a verbal update on the development of AC Transit's Tier

2 Pla.n for unrepresented employees, noting that the plan was in the
final stages of development.

Discussion ensued regarding the District's Tier 2 Plan for unrepresented
employees. Ms. Standridge advised that once the draft amendment is
complete, it will be provided to unrepresented employees for
comment. Vice Chair Williams asked why the District wasn't applying
the same wait and see approach (it had applied to represented
employees) to the unrepresented employees given the complications
and length of time involved in resolving the issue. Ms. Standridge
advised that the AC Transit Board of Directors is seeking to implement
pension reform for unrepresented employees in an effort to save
money.

Further discussion was had on what the District is telling new
employees with respect to pension benefits. While he was unsure of
what the District was communicating to employees, Mr. Wildmann
reported that he tells new ATU employees during their orientation that
it is unclear what their pension benefits willbe but that they willbe in a
defined benefit plan. Director Harper expressed concern with not
providing information to employees in writing, noting the need to be
clear with employees about what their pension benefits are. Vice Chair
Williams felt the best approach would be to wait until the courts
render a decision on PEPRA.

General Manager Michael Hursh was asked what was being provided
by Human Resources to new unrepresented employees regarding
pension benefits. Mr. Hursh advised that he would investigate and
report back. President Peeples felt the most important thing
employees need to know is that they will receive a defined pension
benefit, regardless of whether or not it is PEPRA.

I Vice Chair Williams confirmed that ATU members only receive
information included in the summary plan description and are referred
to the Retirement Department if they have any questions.

Lastly, Ms. Standridge reported that a Marin County pension case
would likely be appealed to the State Supreme Court.
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The item was presented for information only

2G Update on the IRS Determination Letter. (verbal) INFORMATION
ONLY

Retirement System Manager Hugo Wildmann reported that an IRS
determination letter had been obtained by the Retirement Board.
Chair Lewis added, however, that the IRS had deemed the letters
obsolete and would no longer issue them to public or private plans.

The item was presented for information only

3 BOARD/STAFF COMMENTS

Director Harper suggested that meetings be held biennially

Director Wallace and Vice President Ortiz thanked the Retirement
Board for taking the time to meet with the District Board.

Vice Chair Williams commented that she enjoyed the joint meetings
and felt they were very fruitful. She also reiterated her opinion that the
pension plan not be changed for current employees until the issue with
PEPRA was resolved.

Mr. Hursh and Mr. Wildmann thanked the Boards for their
commitment to the process and in obtaining adequate staffing for the
Retirement Department.

President Peeples thanked the Retirement Board for their hard work
and dedication, noting that he attends regular Retirement Board
meetings and the work they do is very challenging and of great value.

4. ADJOURNMENT

There being no further business to come before the Board of Directors
and the Retirement Board, the meeting adjourned at 2:35 p.m.

Respectfully submitted,

Linda A. Nemeroff

District Secretary
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