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ROLLCALL 

Approved Minutes 
Meeting of the 

AC TRANSIT RETIREMENT BOARD 
May 8, 2014 

Chair Jeffrey Lewis called the meeting to order at 9:07AM 

Staff Report 14-167 

Members Present: Davis Riemer, Joyce Willis, Chair Jeffrey Lewis, and Vice Chair 
Yvonne Williams, -- 4 

Member Designate: Sue Lee 
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; James Pachan, AC 
Transit Interim Chief Financial Officer; Linda Nemeroff, AC Transit District Secretary; 
Carolyn Smith, and Kevin Novak, NEPC; Osvaldo Pereira, Park Square Capital, by 
phone; Bob McCrory and Graham Schmidt, Cheiron; Robert Griffin, Williams, Adley. 

OATH OF OFFICE 

AC Transit District Secretary, Linda Nemeroff, administered the oath of office to 
incoming Retirement Board member, Sue Lee. 

PUBLIC COMMENTS 

None 

CONSENT CALENDAR 

MOTION: RIEMER/WILLIAMS to adopt the Consent Calendar with an editorial 
change and clarification to the minutes for April2014 (5-0-0-0) 

Ayes: 

Noes: 
Abstain: 
Absent: 

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

A. Approval of Minutes for April I 0, 2014 

APPROVED 

With the editorial change and clarification mentioned above. 

B. Approval of Financials for March 2014 

APPROVED 

C. Approval of Invoices in the Amount of $232,040.18 

APPROVED 

D. Approval of Retirements for June 2014 

I. Sylvia Joseph 
2. Zakiya Mawusi 

APPROVED 

REGULAR CALENDAR 

#31468 
#30202 

E. Resignation of Lewis Clinton from the Retirement Board 

Hugo referred to Lewis Clinton's letter of resignation from the Retirement Board, 
included in the Board Package. He told the Board that he had discussed former 
Member Clinton's resignation with the Plan's auditors and Chair Lewis. They all 
agreed that the Board did not need to take any action as a result of the resignation. 

F. Appointment of Sue Lee to the Retirement Board 

Member Lee told the Board that her education was in economics and political 
science. Her career has been in finance, and she had spent 19 years at AC Transit, 
currently as Treasury Manager. She looked forward to working with the Retirement 
Board. Board Members and staff introduced themselves and described their roles and 
backgrounds. 

G. Approval of Retirements for May/June 2014 
with conditions, if any: 

I. Thomas Bray 

2. Reynoso Javier 

#41784 (June)- Term Vested-- Contingent upon 
completion of the Benefit Option Form in May. 
#32998 (May) 

2 
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MOTION: WILLIAMS/RIEMER to approve the two retirements listed above effective 
May/June 2014 with the conditions as stated. (5-0-0-0) 

The Board congratulated retiree Zakiya Mawusi for 31 years of service. 

H. Pre-Retirement Death Benefit, Huey Williams 

Adelle reviewed the section of the Pension Plan dealing with payment of a 
continuance when an active AC Transit employee passes away. Huey Williams 
passed away in April after 27 years of service. Since he did not have a spouse or 
registered domestic partner, his two daughters will split the continuance as long as 
they remain eligible. 

Member Willis told the Board that she had grown up with Mr. Williams. She spoke 
highly of his work ethic, and said that he will be missed. 

MOTION: WILLIAMS/RIEMER to approve Mr. William's eligible children for a 
continuance of his pre-retirement survivor benefit, effective May I, 2014. (5-0-0-0) 

(Carolyn Smith and Kevin Novak, ofNEPC, joined the Board for Agenda Items I through 
. K and M through U.) 

I. Additional Information Pertaining to Park Square 

Hugo told the Board that he had not expected a decision on Park Square at the April 
meeting. He had talked with Counsel Richeda and Carolyn and they agreed that the 
Board should spend more time on Park Square. Hugo then spoke with Board Chair 
Lewis who agreed that additional discussion should take place on Park Square at the 
May meeting. 

I. Adherence to the Board's Placement Agent Policy. 

Park Square did not use a Placement Agent in securing funds directly from AC 
Transit. They did use a Placement Agent in establishing a relationship with 
NEPC.. Hugo and Carolyn stressed that the Board Policy requires disclosure and 
does not ban the use of Placement Agents. 

2. Ensuring Park Square's commitment to the Board's policy on hiring minorities 
and women (and asking for their policy) 

Park Square had included a list of their staff, showing a total of 42% female. 
However, when Hugo requested a breakdown of investment professionals, only 
one in 19 was female. The Board instructed staff to send a letter to Park Square 
urging them to take action to increase the representation of women and minorities 
among investment professionals. 

3 
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3. Discussing the leverage issue to make sure that the Board is comfortable with 
Park Square's practices. 

Hugo stressed that the better the Board understood this practice, the better they 
would be able to ride out difficult times if they were to occur. 

Chair Lewis asked if the Plan would be legally bound to add more capital. Hugo 
replied that he had asked Oswaldo, who said no. He added that if the Plan elected 
not to provide additional capital, our investment would be diluted, assuming other 
investors added capital. He advised checking with Tom Hickey. He reminded the 
Board that Park Square does not use leverage against subordinated assets. 

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

J. Brief Presentation by Park Square 

Hugo explained that the Board wished to get a better understanding of how Park 
Square used leverage, including the possibility that the Plan would be required to 
invest additional funds and the impact on our investment if we refused. 

Osvaldo told the Board that there are two kinds of leverage. Park Square has a 
subscription, or working capital line from Wells Fargo. Park Square does not make 
capital calls when they are investing and rely on the capital line from Wells Fargo. 
They would use the funds for a short time period. When there is an opportunity in the 
secondary market to increase an investment quickly, they would also use the working 
capital line of credit. 

Osvaldo explained that Park Square also has a 5 year committed loan facility with 
Credit Suisse, for no more than 50 percent of the value of the assets. The buying 
power is increased. 

Park Square deposits capital calls in a collateral account and in turn, Credit Suisse 
makes the loan and holds the investments in another account. Credit Suisse collects 
and pays the income to the investors, less the cost of the funds borrowed. Another 
benefit is that we are insulated from foreign currency risk because our capital is not 
converted to another currency. 

Member Riemer asked what risks we would incur. Osvaldo replied that if Credit 
Suisse, the counter party, went bankrupt they could owe us a payment. But he 
believes that this scenario is unlikely. He added that if the value of the asset fell 
below 75% of the loan, the bank could ask for a buffer. The 75% rule would be 
applied to the assets as a whole, not loan by loan. He told the Board that the life of 
the fund is 6 years, and the investments have a 3-year duration. The Advisory Board, 
made up of the largest investors and not yet appointed, would decide on any 
extension to the life of the fund. If Park Square were to fail, a successor company 
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would take over the fund. Osvaldo described some unfavorable expenences of 
aggressive funds in 2009 due to their inability to secure refinancing. The Park Square 
fund has secured the leverage facility with Credit Suisse for the life of the fund. 

(Osvaldo left the call at this point.) 

K. Next Step with Park Square 
Chair Lewis reviewed the history of diversification of the Plan's portfolio under 
NEPC guidance, including investment in private debt, and opportunities in Europe, 
due to the change in reserve requirements under BASEL III. These changes made 
European banks less willing to make these loans. He asked the Board to voice their 
concerns. 

Hugo commented that the Park Square investment has a complicated structure. They 
do not own the loans directly. They enter into a Total Return Swap with a bank 
(Credit Suisse). Carolyn said that the underlying investments represent less risk than 
equities and the yields are higher than traditional bonds. She added that Park Square 
has learned to be more conservative by increasing the duration of their bank loan and 
selected a large bank to control counterparty risk. If Credit Suisse were to go 
bankrupt we would have a claim against the bank. Hugo suggested consulting Tom 
Hickey about this risk. 

Member Lee asked about the quality of the assets. Carolyn replied that senior debt is 
in the best position during a bankruptcy. She agreed that the funds would be locked 
up for 6 years. 

The Board consensus was to go forward with the investment in Park Square, pending 
a discussion with Tom Hickey. 

Chair Lewis called a recess at 10:33 AM. 

The Meeting reconvened at 10:41 AM. 

(Several Agenda Items were taken out of order to accommodate the schedules of outside 
participants and presenters.) 

(James Pachan, interim Chief Financial Officer, joined the Board for Agenda Items L, W 
and X.) 

W. Letter to the District Board Pertaining to Plan Amendment 
X. AB 1222, PEPRS and Plan Amendment 13-A-16 

Hugo reported that he had met with AC Transit General Manager, David Armijo, who 
told him that the District Board will discuss the PEPRA plan amendment in closed 
session next week. He added that he and Counsel Richeda had met with Interim 
General Counsel Denise Standridge regarding the process of amending the Plan under 
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Board Policy 170. Member Williams stressed the urgency of dealing with 
Amendment 13-A-16, and Board Member Peoples said that he will request that it be 
place on the agenda. 

(Bob McCrory and Graham Schmidt, Cheiron, joined the Board for Agenda Items L and 
U.) 

L. 2014 Actuarial Cost Letter 
Hugo reminded the Board that the actuarial valuation process was occurring earlier 
this year than last year because the District had requested we provide them figures 
earlier in the year to aid them in their budgeting process. Bob referred to his May 8, 
2014letter regarding the actuarial valuation as of January I, 2014. He told the Board 
that the news is good - the preliminary figures project a reduction on the cost of the 
plan from the $41.7 million figure in the 2013 valuation to $39.78 million for the 
District's 2014/15 fiscal year. However, he cautioned that a cost increase can be 
expected during the following year (2015/2016). 

Bob reviewed that "cost letter" and mentioned that the demographic changes and 
salary increases were less than anticipated, resulting in a cost reduction of about $1.2 
million. On the other hand, new entrants in the work force resulted in a $1.2 million 
increase in cost. Since actuarial funding methods are based on an assumption of no 
new entrants, new hires increase the plan cost. Investment gains, at 15%, were 
responsible for a $2.3 million reduction in cost, aided by the fact that the five-year 
smoothing period no longer includes the unusual losses of 2008. Refinements in 
service used to compute liabilities reduced cost by about $800 thousand, and 
reduction of the return assumption from 7.375% to 7.25% caused a cost increase of 
about $1.2 million. Overall, the cost reduction was about $2 million and the funded 
ratio rose from about 64% to nearly 70%. 

Hugo pointed out that amortization of the unfunded liability made up $22 million of 
the total cost, normal cost was $17 million and expenses $0.8 million. The 
amortization period declined from 15 to 14 years, and will continue to fall by I year 
per year until it reaches 12 years. 

Bob referred to the graphs showing the history of plan cost and the funded ratio since 
1994. In the year 2000 the ratio was over I 00%. Since that time new benefits and 
then the credit crisis led to the reduction in the ratio. He noted that the Board had 
reduced the expected returns from 7. 70% to 7.25% over the same period. Looking 
ahead, Bob noted that the retroactive increase in wages in 2014 will increase payroll 
as of January I, 2015. 

Graham Schmidt told the Board about plans to revise the mortality 
tables/methodology used by actuaries beginning next year, because people are living 
longer. Actuaries are talking of incorporating recent gains and projecting future 
improvement at I% per year. The result would be an increase in liabilities, and thus 
in cost, beginning in 2015. Bob told the Board that recognition of future longevity 
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increases comes with a strong endorsement from the Society of Actuaries and other 
actuarial organizations. 

In order to reduce the cost increase next year as a result of the possible changes in 
how mortality is computed, Chair Lewis suggested that the Board could urge the 
District to keep the contribution at $41.7 million for the next year, even though it is 
not required to do so. Jim Pachan told the Board that the preliminary budget would 
be presented to the District on May 14. He added that the District faces a lot of 
demands on available funding, including building service back up. Chair Lewis 
stressed the advantage of a higher funded ratio if the District is to go to the public 
with a request for more funding. 

Bob suggested recommending that the District continue the contribution at the same 
level for another year. 

MOTION: RIEMER/WILLIAMS to send a letter to the District Board asking them to 
consider keeping the contribution at last year's level to avoid a large increase anticipated 
for the following year. The letter will be reviewed by Bob, Hugo, Counsel Richeda and 
Chair Lewis. (5-0-0-0) 

The Board thanked Bob and Graham for their presentation. 

U. Joint Meeting with the District Board 

Hugo reported that the Joint meeting had come up at the District Board retreat. The 
District Board suggested several changes to the agenda. They suggested skipping the 
role and responsibility of the Retirement System, and future District funding, and 
adding the history of the unfunded liability, the effect of new investment assets on the 
District contribution, the Tier II retirement plan, PEPRA and the incremental cost of 
disability retirement 

Board Member Peeples said that he believes that it would be useful to include future 
District funding to allow for discussion of trends in District funding. 

District Secretary Linda Nemeroff will provide a draft agenda for the June meeting. 

Chair Lewis called a recess at 11:45 AM. 

The meeting reconvened at 11:53 AM. 

L. 2014 Actuarial Cost Letter (Continued) 

Hugo told the Board that he believed that it would cost above $2,500 for a quick 
estimate of the cost of the new approach to changes in mortality. A qualitative 
statement could be ready for the District Board's May 14 meeting, to be 
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supplemented by a numerical estimate. Accordingly, the Board amended the 
previous motion. 

AMENDMENT TO THE PREVIOUS MOTION: RIEMER/WILLIAMS to request 
an estimate of the cost of the change in the mortality assumptions from the actuaries as 
soon as possible, and to authorize an expenditure of $2,500 to $5,000 for this purpose. 
(5-0-0-0) 

(Robert Griffin, of Williams, Adley, joined the Board for Agenda Item V.) 

V. Draft Financials 

Hugo recalled that the auditors usually provide a draft financial report and then return 
the next month with final report. He referred to the May 2, 2014 draft of the financial 
statements with the independent auditors' report, included in the Board Package. 

Bob told the Board that it was a good report. The financial statements presented the 
Retirement Plan's position, and changes in that position, fairly. The year had seen an 
increase in the Fund's net position, and in benefits paid. He added that there would 
be some updates in the notes, but he expected the changes to be in minor. 
Bob mentioned that in light of recent events, his firm had performed due diligence 
with regard to the former Chief Financial Officer, and had no concerns. 

The Board thanked Bob for his presentation. 

M. Asset Allocation and Rebalancing 
N. I st Quarter 2014 Investment Results 

Kevin referred to the First Quarter 2014 Investment Performance analysis, included in 
the Board Package. He noted that market wide all asset classes showed a positive 
return during the first quarter except for emerging market equities, which lost ground 
in January, but regained much of it in the next two months. 

He reviewed the market positives: 
• continued slow, but steady economic growth; 
• marketplace acceptance of early stages ofthe Taper (slowing of purchases by 

the Fed); 
And market negatives: 

• potential geopolitical instability with tensions between Russia and the West 
that could spill over from the Ukraine; 

• continued slowing growth in China; 
• valuations beginning to move beyond fair value. 

NEPC themes remain: rebalance, diversify; allocate to emerging markets and private 
debt. 
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Kevin noted that the Plan allocations remained within their policy ranges. The Plan 
performed in the top third of public pension funds, returning 1.6% during the first 
quarter. However, active managers failed to add value. The policy index (index 
returns weighted by asset targets) returned 1.8% and returned lagged the benchmarks 
in all asset categories except international equity and matched the benchmark in 
domestic fixed income. 

Turning to the due diligence section of the report, Kevin told the Board that Franklin 
Templeton and City of London had been removed from hold and watch status, 
respectively. Dodge and Cox announced changes to their various investment policy 
committees, but NEPC was not surprised by these formal announcements and 
recommended no action. 

BlackRock Global Allocation strategy has experienced significant asset growth, 
senior management had failed to articulate a maximum asset capacity, and large 
holdings of cash have proven a drag on returns. Therefore, NEPC maintained its 
"watch" status, which indicates emergence of issues of concern. The manager can 
participate in future searches, but current and prospective clients must be informed of 
the issues. 

PIMCO is also on the watch list due to the resignation ofCIO and CEO Mohamed El
Erian and other management changes, as well as the lack of a succession plan for 
founder and CIO, 69-year-old Bill Gross. NEPC believes that PIMCO has 
reorganized their investment committees and will continue to monitor the situation, 
although these issues are not considered serious in the short-term. 

0. International Small-Cap Review- Carolyn Smith, Hugo Wildmann 

Carolyn referred to the material on the International Small-Cap review in the Board 
Package. She told the Board that international developed markets are working 
through a recovery after years of poor returns. Continued diversification within 
international equity, particularly small cap, remains an attractive investment idea in 
2014. She noted that although AC Transit appears in line with the overall market 
exposure to small cap, the allocation to international small cap is limited. She 
recommended carving out 3% of the 15% in international equities for international 
small cap at the plan level, leaving 12% for the remainder of international developed 
equities. She added that these smaller companies tend to experience more growth 
and higher returns, and active managers make the most sense because she thought the 
managers could outperform an index fund. 

P. International Small-Cap Equity Manager Search- Carolyn Smith, Hugo Wildmarm 

Carolyn described the search process for potential small cap international managers. 
After a universal screening, qualitative and quantitative scoring and peer review, 
NEPC proposed four firms for consideration by the Board: Arcadian, Copper Rock, 
Dimensional, and Wellington. They differ as to strategy, number of holdings and 
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approach to investment - quantitative of research/individual judgment. The Board 
will continue to discuss this possibility at the June meeting. 

Q. Crescent Direct Lending Investment Update 

Hugo told the Board that Crescent is waiting for another investor to submit its 
paperwork in order to close the fund. 

R. Custody Bank Transition Update 

Hugo reported that he had signed the contract on May 7 and we expect to have a new 
custody bank on July I. 

S. NEPC Work Plan 

The discussion on international small cap will continue in June. 

T. Calendar for 2014 

The District Board had proposed either September I 0 or September 24 at 1 PM, for 
the Joint meeting. The Retirement Board selected September 24 and scheduled its 
September meeting for 9 AM on that date. 

The meeting for October was rescheduled for October 13 and the November meeting 
for November 7. 

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

A meeting on this topic was scheduled for May 9. 

Z. Disability Determination Process 

This discussion was postponed until a later meeting. 

AARetirement System Manager Report 
1. Trustee and Benefits Roundtable June 13th Burlingame 
2. Administrator and Investment Roundtable June 20th Burlingame 

MOTION: WILLIS/WILLIAMS to approve Adelle to attend the Benefits Roundtable 
and Members Riemer and Lee to attend the Trustee Roundtable, June 13th at Burlingame, 
and Hugo to attend the Administrator Roundtable, June 20th at Burlingame. 

BB (CLOSED SESSION) 
1) Matters Relating to Personnel: Disability Applicants' and Disability Retirees' 

Medical Records (Government Code Section 54957; 65 Ops. Cal. Atty. Gen. 
412 (1982) 

lO 
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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 

CC (RESUME OPEN SESSION) 

1) Report and/or Action on Closed Session Items 

Counsel Richeda reported: 

a. BB) 1 )a Ansar Muhammad-- Occupational Disability Retirement 

The Board unanimously denied Mr. Muhammad's application for Occupational 
Retirement. 

b. BB) 1 )f Shauna Chappell- Occupational Disability Retirement 

The Board unanimously approved Ms. Chappell's application for Occupational 
Disability Retirement retroactive to January 1, 2014. 

STAFF COMMENTS 

None 

RETIREMENT BOARD COMMENTS 

None 

ATTORNEYS' REPORT 

None 

ADJOURNMENT 

The Board adjourned at 1:25 PM. 
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