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ROLLCALL 

Minutes 
Meeting of the 

AC TRANSIT RETIREMENT BOARD 
April10, 2014 

Chair Jeffrey Lewis called the meeting to order at 9:14 AM 

Staff Report 14-125 

Members Present: Lewis Clinton, Davis Riemer, Joyce Willis, Chair Jeffrey Lewis, and 
Vice Chair Yvonne Williams, -- 5 

Absent at Roll Call: None 
Members Absent: None 

Also Present: Hugo Wildmann, Retirement System Manager; Adelle Foley, Retirement 
System Administrator; Russell Richeda, Legal Counsel; (the following individuals were 
at part of the meeting) H.E. Christian Peeples, District Board Liaison; David Armijo, AC 
Transit General Manager; Denise Standridge, AC Transit Interim General Counsel; 
Carolyn Smith, and Kevin Novak, NEPC; Osvaldo Pereira, Park Square Capital; Mike 
Keough and Julien Colville, Alcentra, and Graeme Delaney-Smith, Alcentra by phone. 

PUBLIC COMMENTS 

None 

Hugo told the Board that several agenda items would be taken out of order to 
enable non-Board members to join in the discussion of selected items. 

REGULAR CALENDAR 

Hugo introduced AC Transit's Interim General Counsel, Denise Standridge to the Board. 
She described her professional experience, including 13 years as a litigator. The 
Retirement Board welcomed her and Board members said they look forward to working 
with her. 

(AC Transit General Manager joined the Board for Agenda Items Q and R) 

Q. Letter to the District Board Pertaining to Plan Amendment 13-A-16 
R. AB 1222 PEPRA and Plan Amendment 13-A-16 

General Manager David Armijo told the Board that he had received an update on the 
litigation associated with application of PEPRA to transit agencies at a CT A 
(California Transit Association) meeting. He said that there had been very little 



34

AC Transit Retirement Board 
April10, 2014 

progress, and the deadline might have to be extended beyond January 2015. He also 
raised the question of what other transit agencies are doing. 

Vice Chair Williams stressed that PEPRA does not apply to members of ATU, so 
there is no reason to delay clarification of this issue with regard to those employees. 

Director Peeples said that the problem is that in reality AC Transit and the Retirement 
Board are following AB 1222 -- excluding transit agencies from PEPRA -- yet the 
PEPRA amendment is still part of the Retirement Plan. 

Member Clinton reviewed the background of the current situation. The District 
Board and staff were working on a Tier II retirement plan when PEPRA became the 
law in California and created a general "Tier II" plan. Now the District must reinstate 
the original effort. 

Chair Lewis replied that the Retirement Board needs an updated Plan to reflect AB 
1222, and carmot wait for development of a new Tier II Plan. He suggested that the 
District Board might rescind the PEPRA amendment. Counsel Richeda added that 
from the Retirement Board's perspective a suspension of the PEPRA amendment 
would also be possible. 

Member Riemer stated that he understood the legal and political complications 
involved in crafting a new amendment, but he wondered what legal impediment there 
would be to revoking the PEPRA amendment. General Manager Armijo cited the 
question of the status of new hires. 

General Manager Armijo agreed to help to resolve this issue. He said that he would 
bring it to the District Board, in closed session, in two weeks and return to the 
Retirement Board in May with a response. 

CONSENT CALENDAR 

MOTION: WILLIAMS/CLINTON to adopt the Consent Calendar. (5-0-0-0) 

Ayes: 

Noes: 
Abstain: 
Absent: 

APPROVED 

Members Clinton, Riemer, and Willis, Vice Chair Williams, and Chair 
Lewis-- 5 
None 
None 
None 

A. Approval of Minutes for March 13,2014 

APPROVED 
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B. Approval ofFinancials for February 2014 

APPROVED 

C. Approval oflnvoices in the Amonnt of$112,255.34 

APPROVED 

D. Approval of Retirements for May 2014 

I. John Luc Morrill #39- Term Vested 

APPROVED 

REGULAR CALENDAR (CONTINUED) 

E. Approval of Retirements for April/May 2014, 
With conditions, if any: 

I. 
2. 

Frank Campbell 
Charles Cuterry 

#30989 (May) 
#32247 (April) 

3. Aubrey Johnson #31988 (May) Holding back estimated amount pending 
completion of Domestic Relations Order 

4. Vicki Toney #1212 (May) 
5. Alice Williams #32371 (April) 
6. Leonard Hester #31876 (April)-- Term Vested 

MOTION: WILLIS/WILLIAMS to approve the six retirements listed above effective 
April/May 2014. (5-0-0-0) 

The Board congratulated retiree Vicki Toney for 36 years of service. 

F. Rescission of Retirement for Frank Cambra 

At the March 2014 meeting the Board approved a Service retirement effective April 
I, 2014 for Frank Cambra Badge 30242. On March 28,2014 staff received a 
notification that Mr. Cambra withdrew his application. 

MOTION: WILLIAMS/WILLIS to rescind approval of Frank Cambra's April!, 2014 
Service Retirement. 

(Carolyn Smith and Kevin Novak, NEPC joined the Board for Agenda Items G through 
P.) 

G. Asset Allocation and Rebalancing 

3 
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This Agenda item will be discussed in May as part of the quarterly investment 
performance report. 

H. European Focused Direct Lending 

Hugo recalled that the Board had approved placing half of the Private Debt allocation 
with Crescent. They agreed to consider European firms for the other half, because of 
an absence of other US opportunities. NEPC had recommended considering two 
firms on their Focused Placement List, and the Board had invited Park Square Capital 
and Alcentra to make presentations in April. 

Hugo told the Board that Alcentra invested in smaller companies with no leverage, 
whereas Park Square invested in larger companies and enhanced returns by 
leveraging up to I to I on senior assets. Park Square has suffered no defaults, while 
Alcentra has had a 1.5% default rate, with a 51% recovery rate. Both firms have 70 to 
75% invested in senior debt. 

With regard to returns, Carolyn said that it would be necessary to wait until the end of 
the investment period to be sure of ultimate returns. 

Chair Lewis called a recess at 10:01 AM 

The meeting resumed at I 0: II AM 

The presentations by Park Square and Alcentra each lasted about one hour. 

(Osvaldo Pereira, of Park Square Capital, joined the Board for Agenda Item I.) 

I. Presentation by Park Square Capital on European Direct Lending 

Carolyn introduced Osvaldo Pereira, a Partner at Park Square Capital. He told the 
Board that the Park Square team had left Goldman-Sachs 10 years ago, after 
specializing in subordinated investments. He noted that Park Square had done very 
well during the credit crises, and had never had a default. They do not invest in small 
companies, which he characterized as too volatile 

Osvaldo reviewed the situation in the "credit-starved" European market after the 
credit crises of 2007. He pointed out that European banks had purchased large 
quantities of toxic US loans. European Banks hold 66% of Collateralized Loan 
Obligations (CLOs) as opposed to 29% in the US. The regulatory changes associated 
with Basel III were designed to make sure that the banks held capital for theirCLO 
investments. 

Turning to a chart, Osvaldo pointed out that the number of investors has dropped by 
half and the size of the investments has fallen even more, since 2007. As a result 
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European loans are more attractive investments. When dealing with leverage, he 
stressed the importance of due diligence. He said that Park Square gets to know the 
businesses and lends funds to safe companies with modest leverage, at a discount. 
Their target return is LIBOR + 4.5-5% on senior debt, and 75% of their investments 
are in senior debt. Their blended target returns are 11-13% Gross IRR Their 
investments are in well-known firms, mainly in Northern Europe. 

He told the Board that Park Square had waived the minimum investment cutoff for 
NEPC clients, enabling the Retirement Fund to invest. Park Square is trying to raise 
$650 million. They have 19 of the expected 30 investors. 

In response to a question about foreign exchange risk, Osvaldo said that this risk is 
hedged. 

The Board thanked Osvaldo for his presentation. 

(Osvaldo Pereira of Park Square left the meeting at this point.) 

Carolyn stressed that waiving the minimum investment for NEPC customers carries no 
obligation on NEPC's part to realize a total investment amount. 

Chair Lewis called a recess at II :II AM 

The meeting resumed at II :22 AM 

(Mike Keough and Julian Colville, Alcentra, joined the discussion of Agenda Item J, and 
Graeme Delaney-Smith, Alcentra, joined the discussion by phone.) 

J. Presentation by Alcentra on European Direct Lending 

Carolyn introduced Mike Keough, who introduced Julian Colville and Graeme 
Delaney-Smith. Julian told the Board that the Alcentra team has a long middle
market track record. Alcentra bought out a Collateralized Loan Obligation manager 
I 0 years ago. They first invested in senior loans, and expanded their portfolio to 
include mezzanine investments. Alcentra is owned by the Bank ofNew York (BNY), 
which provides compliance and legal support, freeing Alcentra to focus on 
investments. 

Julian and Graeme summarized the history of European bank loans, their size, their 
volume, losses in the credit crisis and the constraints placed by the resulting 
regulatory reaction. Graeme explained that since the credit crisis Alcentra has 
become a senior sourcing channel and the lead arranger, as banks and accounting 
firms sold off credits. The government of the United Kingdom chose Alcentra as one 
of four lenders to step in and provide credit to British companies. 
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Alcentra avoids certain sectors, companies, and geographic regions, and reviews the 
business model and management team of companies carefully. The investments are 
in middle-market businesses in northern Europe and the UK. 

Graeme told the Board that during 2013 Alcentra had made three investments for 
their new Alcentra European Direct Lending Fund, which AC Transit is considering -
- two uni-tranche, and one senior debt - three are in the pipeline, and they expect a 
total of 20 to 25. 

Julian said that he expected the final close to new investors to be the third quarter of 
2014, and all of the capital to be invested by the end of2015. The Plan's funds would 
be drawn down over this time period. The target returns are LIBOR plus 5 percent 
for senior debt, with higher returns for mezzanine debt. He added that the companies 
in which Alcenta invests generally are not rated. 

Julian described a situation during which Alcentra had to step in due to a default. 
They selected new management, added capital, and sold the business after it 
improved. None of the defaults has resulted in liquidation. 

Responding to questions, Graeme stressed that Alcentra is not lending to companies 
that banks do not want to lend to. Park Square lends to larger companies, while 
Alcentra is a lead arranger. He said that they are in different areas. Finally, the 
opportunities in direct lending in Europe will continue at favorable rates because the 
recovery at European banks is some five years behind that in the US. 

The Board thanked the Alcentra presenters. 

Chair Lewis called a recess at 12:40 PM 

The meeting resumed at 12:44 PM 

K. Next Step(s) on European Direct Lending 

Chair Lewis told the Board that they could make a decision on investing the $12 
million in Direct Lending that day, or wait until a later meeting. Hugo pointed out 
that the Park Square and Alcentra funds would be open for investments for a few 
months, so an immediate decision was not necessary. Counsel Richeda mentioned the 
advantage of making a decision while the presentations were fresh in the minds of 
Board Members. 

Chair Lewis mentioned that Park Square lends to larger companies and leverages 
some of the loans. The difference in fees depends on revenue. Board Members 
discussed their impressions of the two managers, and the differences between them, 
including the impact of Alcentra's parent company, BNY. They also considered the 
alternatives of placing $12 million with one manager, or splitting the investment 
between the two managers. 
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MOTION: RIEMER/CLINTON to invest $12 million in Park Square's European 
Direct Lending fund. To ask outside counsel Tom Hickey to review the contract for a fee 
of around $7,500. (5-0-0-0) 

L. Crescent Direct Lending Investment Update 

Hugo reported that the contract with Crescent had been signed. They will inform us 
when it is time to move the funds. 

M. Custody Bank Recommendation 

Hugo recalled that the Board had authorized staff to enter into contract negotiations 
with Northern Trust to become the Retirement System's custody bank as of July 1, 
2014. He reported that he had asked for the favorable terms extended to another 
retirement system. The Board directed Hugo to sign the contract if these terms are 
made available, or return to the Board in May if significant differences remain. 

N. Investment Manager Presentations 

The Board discussed the scheduling of investment manager presentations. Board 
Members had preferred annual presentations, but recognized that they should revisit 
that strategy as the number of managers has increased. Hugo suggested presentations 
every two years or as the need arose, and noted that discussions with index managers 
are not necessary. The Board asked Hugo to develop a proposed schedule and a 
policy recommendation for the May or June meeting. 

0. NEPC Work Plan 

Carolyn referred to the plan for May, which included the quarterly investment 
performance report and a review of international small cap managers. 

P. Calendar for 2014 

The Board will take a look at the meeting dates for October and November at the May 
meeting. 

S. Website 

Hugo told the Board that the Retirement material is now up and running on the AC 
Transit website. 

T. Update on Calculation of Pension Benefit for Former Union Officer James Gardner 

A meeting on this issue was scheduled for May. 
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U. Disability Determination Process 

This discussion was postponed until May. 

V. Retirement System Manager Report 
1. Joint Meeting Agenda Items 

This item will be discussed at the May meeting. 

(Member Clinton left the meeting at this point.) 

W. (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. Desiree Lambert - Occupational Disability 
c. Gwendolyn Randle- Total and Permanent Disability 
d. Zakiya Mawusi- Occupational Disability 
e. Aubrey Johnson- Total and Permanent Disability 
f. Shauna Chappell - Occupational Disability 
g. Arsenia Legaspi- Total and Permanent Disability 
h. Keith Wade- Total and Permanent Disability 
1. Ray Dunhams- Total and Permanent Disability 

Public Employee Performance Evaluation 
(Government Code Section 54957) 
Title: Retirement System Manager 

X. (RESUME OPEN SESSION) 

I) Report and/or Action on Closed Session Items 

There were no actions to report. 

STAFF COMMENTS 

None 

RETIREMENT BOARD COMMENTS 

None 

ATTORNEYS' REPORT 

None 

ADJOURNMENT 
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MOTION: RIEMER/WILLIAMS to adjourn. 

The Board adjourned at 1:22PM. 

9 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This page intentionally blank 

42




