
ROLLCALL 

Approved Minutes 
Special Meeting of the 

AC TRANSIT RETIREMENT BOARD 
October 9, 2012 

Chair Lewis called the meeting to order at 12:31 PM 

Staff Report 12-246 

Members Present: Lewis Clinton, John Rennels, Vice Chair Yvonne Williams, and Chair Jeffrey 
Lewis -4 

Members Absent at Roll Call: None 
Members Absent: Joyce Willis -- I 

Also Present: Hugo Wildmann, Retirement System Manager; Adelle Foley, Retirement System Administrator; 
Russell Richeda, Legal Counsel; H.E. Christian Peeples, District Board Liaison; David Armijo, AC Transit 
General Manager; Ed Nash, Vice President ATU Local192; Carolyn Smith NEPC; Frank Barbarino, Siddique 
Haq and Antolin Garza NEPC, by phone; Matt Kadnar and John Allen, GMO, by phone; Neelam Naidu and 
Vanessa Smith AC Transit Legal Department. 

PUBLIC COMMENTS 

None 

CONSENT CALENDAR 

MOTION: RENNELS/WILLIAMS to adopt the Consent Calendar. (4-0-0-1) 

Ayes: 
Noes: 
Abstain: 
Absent: 

APPROVED 

Members Clinton, and Rennels, Vice Chair Williams, and Chair Lewis -- 4 
None 
None 
Member Willis -- I 

A. Approval of Minutes for September 13, 2012. 

APPROVED 

B. Approval of Financials for August 2012 

APPROVED 

C. Approval oflnvoices in the Amount of$109,013.51 

APPROVED 
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AC Transit Retirement Board 
October 9, 2012 

D. Approval of Retirements for November 2012: 

I. Tom Coffiand 
2. Jan White 
3. Gregory Ford 
4. Joyce Jacobs 

APPROVED 

REGULAR CALENDAR 

#1098 
#41069 
#60903- Term Vested 
#32516- Term Vested 

E. Approval of Retirements for October/November 2012: 

I. Charles Duncan #30206 

Recommendation: To approve Charles Duncan, Badge #30206, for a Service Retirement 
effective November I, 2012. The approval should be contingent upon completion of his 
paperwork, including his benefit option form, prior to the end of October. 

2. Alvaro Rodriguez #1013 

Recommendation: To approve Alvaro Rodriguez, Badge #I 013, for a Service Retirement 
effective November 1, 2012. The approval should be contingent upon completion of his 
paperwork, including his benefit option form, prior to the end of October. 

3. Robert Scott #30968 

Recommendation: To approve Robert Scott, Badge #30968, for a Service Retirement effective 
October I, 2012. The monthly benefit he will receive could change once the Board makes a 
decision on the issue of what is pensionable income for A TU officers. 

4. Chantel Vaughn #30641 

Recommendation: To approve Chantel Vaughan, Badge #30641, for a Service Retirement 
effective October 1, 2012. 

5. Cathleen Wadhams #41209 

Recommendation: To approve Cathleen Wadhams, Badge #41209, for a Service Retirement 
effective October I, 2012. 

6. Altermese Budd #30875 Term Vested 
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AC Transit Retirement Board 
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Recommendation: To approve Altermese Budd., Badge #30875, for a Term Vested Retirement 
effective October I, 2012. 

7. Jean Li #41445 Term Vested 

Recommendation: To approve Jean Li, Badge #41445, for a Term Vested Retirement effective 
November 1, 2012. The approval should be contingent upon completion of her paperwork, 
including her benefit option form prior to the end of October. 

MOTION: RENNELS/CLINTON to approve staff recommendations for retirements I through 7 under 
Agenda Item E. ( 4-0-0-1) 

The Board congratulated retiree Tom Coffland for 36 years of service, retiree Alvaro Rodriguez for 
32 years of service, and retiree Chantel Vaughan for 26 years of service. 

F. Retroactive Benefits for Term Vested Retiree Paige Smith 

Adelle recalled that the Board had approved Paige Smith, #31253, for a Term Vested Retirement 
effective September I, 2012 at the September 2012 meeting, and agreed to review the possibility of a 
retroactive payment at the October meeting. She referred to Counsel Richeda's October 9, 2012 
memorandum, regarding the effective date of benefits for deferred vested retiree, Paige Smith, which 
addressed the question of whether his benefits should begin on April 2011, the month after his 55th 
birthday. It was mentioned that the passport for Mr. Smith showed he was out of the country for a 
great deal of the period he was eligible to receive benefits. Counsel Richeda recommended that the 
Board accept a reading of section 3.4 of the Retirement Plan that permits the Board to make 
payments retroactively back to the first date that the deferred vested retiree was eligible to receive 
such payments. He cited past practice in these situations and the judicial mandate that the provisions 
of a retirement plan are to be liberally construed. 

MOTION: RENNELS/WILLIAMS to award Mr. Smith benefit payments retroactive to April 20 II ( 4-0-0-1) 

(Several Agenda Items were taken out of order to accommodate outside presenters and to enable non
Board members to join in the discussion of selected items.) 

(AC Transit General Manager David Armijo joined the Board for Agenda Items 0, RandS.) 

R. Notification of Appointment by A TU of Board Members for Gardner Matter 
S. Update on Determination of Pension Benefit for Former Union Officer James Gardner 

Hugo referred to the email from District Secretary Linda Nemeroff dated October 4, 2012 
transmitting a letter from A TU Local 192 President and Business Agent, Yvonne Williams 
temporarily appointing Shop Stewards Wendy Steve and Trevor Pacheco to the AC Transit 
Retirement Board for the limited purpose of consideration of James Gardner's request for 
recalculation of his retirement benefit. These documents were included in the Board Package. 
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Hugo told the Board that there had not been sufficient time under the Brown Act between receipt of 
the AC Transit General Counsel's position on the temporary appointments, and the Board Meeting, 
to agendize the AC Transit General Counsel's position on Ordinance #I 0 Pertaining to ATU 
Appointments to the Retirement Board. Counsel Richeda recommended that this item be placed on 
the November 2012 agenda. Vice Chair Williams said that ATU had not been formally notified of 
the General Counsel's position. 

Chair Lewis expressed his hope that action on Mr. Gardner's pension would not be delayed much 
beyond the December target date and asked that the time line be taken up again in November. 
Member Clinton noted that issues such as AB 340 were competing for attention with a January 2013 
implementation date. 

When asked if she wished to comment, Neelam Naidu of the General Counsel's office said that she 
had nothing to add. 

(Carolyn Smith ofNEPC joined the Board for discussion of Agenda Items G through N.) 

H. Investment Performance and Asset Allocation 

Carolyn explained that the October meeting occurred too early for preparation of the September 30 
Flash Report. She noted that the S&P 500 was up more than 2% in September, and Dodge & Cox 
gained 3.2% during the month, 18.9% year to date, and 33.1% over the preceding year. Chair Lewis 
commented that he was glad that the Board had stayed with Dodge & Cox. Carolyn added that 
Sands was up almost 3 percent during September and 7.21% over six months. 
Hugo distributed the Preliminary Asset Allocation Sheet, updated on October 8, 2012. He told the 
Board that he expects to complete the transition to fixed income credit managers by the end of 
October. Among Real Estate managers, Westport had notified him that it will be drawing down 
additional funds in early November, JP Morgan is funded and UBS would be funded early in 2013. 
The Board is discussing placing funds with Private Debt managers. 

(Matt Kadnar and John Allen of GMO joined the Board for Agenda Item G by phone.) 

G. Presentation by Global Asset Allocation Manager GMO 

Hugo recalled that the Board had invited all three Asset Allocation (GAA) managers to make 
presentations. BlackRock and PIMCO's presentations were at an earlier meeting. He told the Board 
that GMO has a value orientation and believes in reversion to the mean. Carolyn mentioned that 
GMO is more conservative than BlackRock. 

Chair Lewis called a recess at I :04 PM 

The meeting reconvened at I: I 0 PM 
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Hugo introduced Matt Kadnar, a member of GMO's asset allocation team (from Boston) and John 
Allen, client relationship manager (from Berkeley). They joined the meeting by phone. Chair Lewis 
asked that in the future GMO have a representative present at the Board meeting even if the other 
representative joins the discussion by phone. 

The GMO team spent about one half hour explaining their firm's approach to investing, and 
discussing their portfolio, performance, strategy and outlook. 

Carolyn asked how GMO manages the Global Balance Strategy. John told the Board that assets 
under management were at about the same level as a year ago. Hugo pointed out that by contrast, 
the market was up about 12%. John explained that some clients had switched to passive 
management, and the fund had underperformed its benchmark. In addition, he stressed that GMO 
expects to do less well in an up market and his firm is positioned to do well in the future. Matt 
added that GMO seeks to preserve capital, focuses on the long run, and provides a smoother ride. 
His firm's objective is to exceed the benchmark by 2-3% over a full market cycle. Looking ahead, 
he expressed concern about Europe, China, and the fiscal cliff in the US. He mentioned that the cash 
like investments provided capital that could be deployed if markets dropped and presented what 
GMO viewed as a buying opportunity. 

The Board thanked the GMO representatives for their presentation. 

Chair Lewis called a recess at I :45 PM 

The meeting reconvened at I :54 PM 

0 AB 340 Implementation 

Hugo referred to his memorandum regarding AB 340, Counsel Richeda's memorandum of 
September 5, 2012 and his update of October 4, 2012, and District Board Policy 170, which outlines 
the required steps to amend the Retirement Plan. Hugo reported that he and Counsel Richeda had 
met with AC Transit General Manager, David Armijo, Member Clinton, and AC Transit Chief 
Performance Officer, Tom Prescott, to discuss the status and implementation of AB 340. They 
focused on the implementation date of January I, 2013, the needed deductions from new employees' 
paychecks, the question of paying interest and the need for an amendment to the Retirement Plan. 

David Armijo mentioned that he thought the meeting was productive. He said it was important 
going forward to share information. He added that the District Board had asked an outside counsel to 
look at AB 340 and the Tier 2 plan. He hoped to have a Plan Amendment ready by November In the 
interim the District and Retirement System would work to identify outside vendors to help with the 
new requirements as well as implementation. Chair Lewis offered to ask his colleagues for their 
recommendations of such vendors. Hugo mentioned that he is a bit more pessimistic about the 
timing of the completion of the Plan Amendment. 
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Vice Chair Williams said that all stakeholders should be at the table at the ground level. David 
Armijo noted the need to move forward quickly due to the short implementation period. 

(Frank Barbarino, Siddique Haq and Antolin Garza NEPC, joined the discussion of Agenda Items I 
through K by phone.) 

I. Hedge Fund Operational Due Diligence 

Hugo summarized the history of the Board's education regarding Hedge Funds. He noted that the 
Board began looking at Private Debt with the expectation that the investment would be in a mutual 
fund type structure. NEPC suggested the Hedge Fund as the best structure to get into Private Debt. 
Originally the Board was most likely going to invest in Hedge Funds through a fund-of-funds 
structure. Now the Board is looking at hedge funds not because NEPC thinks we should add the 
asset class "hedge funds" at the moment but because a hedge fund structure offers the best 
opportunity to invest in private debt. After Frank discussed Opportunistic Credit the Board invited 
Beach Point and Tricadia to make presentations. Both of these managers employ the Hedge Fund 
structure. The Board then asked for information on operational due diligence. 

In her overview of operational due diligence Carolyn told the Board that discussions of risk often 
consider investment risk and rarely operational risk. However, when investing in unconventional 
structures, operational risk, such as counterparties, leverage, liquidity and fraud is most important 
because assets are held at prime brokers and controlled by the Hedge Fund. Most Hedge Fund 
closures result from operational issues not bad choices of investments. Counsel Richeda noted the 
importance of operational risk in his mind. Chair Lewis cited such red flags as lack of an 
independent custodian, and an audit firm that is small, is really a shell or is in an obscure location, 
and asked how to research these issues. 

Carolyn referred to the NEPC's Hedge Fund Operational Due Diligence Overview, included in the 
Board Package. The overview spelled out NEPC' s approach to due diligence, the steps that they 
take, including the importance of establishing a positive relationship with the manager, their 
questionnaire topics, their research into the location of assets, their background checks, and the 
importance of references of the prime brokers and auditors. 

Frank described the key role ofthe prime broker and NEPC's evaluation, which is more detailed and 
inclusive in the case of Hedge Fund managers. Chair Lewis remarked that the Board would rely on 
NEPC, which supports alternative investments, and has expertise in this area. Frank referred to red 
flags, and the process of raising questions and getting answers. He discussed the challenge of 
anticipating potential issues rather than fighting last year's battles. Frank told the Board that despite 
the trend to increasing transparency reporting requirements are softer than for other investments, 
information lags, and some involve nondisclosure agreements. 

Carolyn addressed the possibility of investing in a fund of funds to mitigate the risk. She mentioned 
that she did not believe a fund of fund that invested only in private debt existed. 
Chair Lewis called a recess at 3:04 PM 
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The meeting reconvened at 3:20PM 

J. Hedge Fund Structure in Private Debt 
Carolyn and Frank discussed the differences between Hedge Funds and Private Equity. Carolyn 
explained that Hedge Funds are locked up for one year, up to two to three years, and focus on the 
liquid part of capital markets. Private Equity funds are locked up from two to 12 years and have a far 
longer perspective. Hedge Funds take advantage of price volatility -- due to such issues as 
uncertainty about Iran -- to generate trading gains. They are continuously in the market raising 
money. Private Equity funds open and close periodically. 

K. Review of Private Debt Managers 

Next, Carolyn and Frank turned to the two Hedge Funds that had given presentations at earlier 
meetings. Beach Point invests in high-yield corporate credits rated below BBB in the secondary 
market. They provide liquidity by purchasing corporate loans that banks originate with an intention 
to syndicate, from dealers. They also buy bonds and loans of companies under financial stress. 

Tricadia sees the world through the lens of bond proprietary trading desks, using their own balance 
sheet. They invest in stressed and distressed companies. Many of their staff have a legal 
background. They invest in corporates, derivatives and securitized credits, developing structured 
credit vehicles. They evaluate underlying companies and price securities independently. They do 
not trade every day. 

Carolyn suggested that the Board include two other Private Equity managers -- Apollo and Orchard 
- in their education, to provide information on these funds, which involve long lock-up periods and 
investments of a finite period. In this way, the Board could understand the choices, and decide 
which approach they prefer. Hugo asked for a summary on each manager before hearing from them. 
Frank told the board that Apollo may be closed for investments at this time. 

The Board thanked Frank for his presentation. 

L. UBS Real Estate Investment Agreement & Retention ofT om Hickey 

Counsel Richeda recalled that the Board planned to invest in UBS early in 2013. He noted that UBS 
is a complicated limited partnership and suggested that the Board send the UBS contract and side 
letter to outside counsel Tom Hickey- who is a specialist on these issues-- for review. 

MOTION: RENNELS/WILLIAMS to authorize Hugo and Counsel Richeda to retain Tom Hickey to 
review and negotiate a side letter with UBS for a fee of up to $10 thousand. ( 4-0-0-1) 

M. NEPC Work Plan for 2012 
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Carolyn suggested that the Board continue the discussion of Private Equity investments m 
November and ask Apollo and Orchard to make presentations. 

N. Calendar for 2012 and 2013 Board Meetings 

Hugo told the Board that he would take another look at the calendar proposed for 2013 and send an 
updated version to the Board by email before the November meeting. 

P. Semi-Annual/Quarterly Retirement Board Report to the District Board 

Hugo told the Board that the District Board had asked for quarterly reports rather than semi-annual 
reports. He referred to the draft quarterly report, included in the Board Package. The Board 
suggested that Hugo add a reference to the actuarial assumption of 7.5% to the material on 
investment results. Chair Lewis will sign the report. 

Q. Joint Meeting Recap 

The Board agreed that the joint meeting with the District Board had gone well. Director Peeples 
concurred. Vice Chair Williams commended the Retirement System presenters - Counsel Richeda, 
Bob McCrory and Hugo for doing a good job. 

T. 2012 Benefit Statements and Employee Letter 
V. ATU Workshop 

Hugo reported that the Benefit Statements had been mailed and staff had already answered some 
questions from employees. The ATU workshop will be held on November 3. Hugo welcomed a 
request by Kaiser to present information at the workshop. In response to Vice Chair Williams' 
request Hugo agreed to distribute larger posters to publicize the workshop. 

U. Referral of Investment Manager 
W. Website 

Nothing to report. 

X. AB 1234 Training- Russ Richeda 

The Board agreed to meet at 8:30 AM on November 9 to continue AB 1234 training. There is 
another hour of training left to complete this year. 

Y. Retirement System Manager Report 
1. Report on Administrators Institute 

Hugo reported discussion of AB 340, what it includes and how to implement the new legislation. 
2. Report on Benefits Roundtable 

Adelle reported on discussion of AB 340, insurance exchanges, and payment on a debit card. 
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Director Peeples reported on the high-level presentation regarding the California budget and pensions 
that he attended at the Institute of Governmental Studies. He will forward a link to material from the 
conference. 

Z (CLOSED SESSION) 

I) Matters Relating to Personnel: Disability Applicants' and Disability Retirees' Medical Records 
(Government Code Section 54957; 65 Ops. Cal. Atty. Gen. 412 (1982) 

a. Ansar Muhammad - Occupational Disability 
b. Mark Naylor- Total and Permanent Disability 

2) Matters Relating to Pending or Threatened Litigation 
a. Conference with Legal Counsel- (Government Code Section 54956.9(a)): 

1) Diana Starnes- Appeal of Denial of Total and Permanent Disability Application 

2) (RESUME OPEN SESSION) 

The Board did not go into Closed Session. 

PENDING ITEMS FOR DISCUSSION 

None 

STAFF COMMENTS 

None 

RETIREMENT BOARD COMMENTS 

None 

ATTORNEYS' REPORT 

None 

ADJOURNMENT 

MOTION: WILLIAMS/CLINTON to adjourn. (4-0-0-1) 

The Board adjourned its meeting at 4:25P.M. 
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