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ROLLCALL 

Approved Minutes 
Meeting of the 

AC TRANSIT RETIREMENT BOARD 
June 16, 2014 

Chair Jeffrey Lewis called the meeting to order at 9:06 AM 

Staff Report 14-180 

Members Present: Sue Lee, 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; Carolyn Smith, and 
Kevin Novak, NEPC; Graham Schmidt and Tim Doyle, Cheiron; Bob McCrory Cheiron 
(by phone); Osvaldo Pereira, Park Square Capital, (by phone); Tom Hickey, Outside 
Counsel (by phone), Robert Griffin, Williams, Adley. 

None 

CONSENT CALENDAR 

MOTION: WILLIAMS/RIEMER to adopt the Consent Calendar with two 
typographical corrections to the minutes for May 2014 (5-0-0-0) 

Ayes: 

Noes: 
Abstain: 
Absent: 

APPROVED 

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

A. Approval of Minutes for May 8, 2014 

APPROVED 

With the editorial changes mentioned above. 
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B. Approval ofFinancials for Apri12014 

APPROVED 

C. Approval oflnvoices in the Amount of$223,253.68 

APPROVED 

D. Approval of Retirements for July 2014 

I. Iqbal Ahmed 
2. John Butterfield 
3. Leander Edwards 
4. Barbara Parker 
5. Connie Tolefree 
6. Dana Williams 
7. Courtland Layman 
8. John Simpson 

APPROVED 

REGULAR CALENDAR 

#33013 
#32910 
#31717 
#33092 
#31044 
#1075 
#81 130- Term Vested 
#32719- Term Vested 

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

I. Charles Montgomery 

2. Jerry Bowen 

#1379 (July)- Contingent upon completion of the 
Benefit Option Form in June. 
#1832 (June)- Term Vested 

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

The Board congratulated retiree Courtland Laymen and Dana Williams for 34 years of 
service. 

(Carolyn Smith and Kevin Novak ofNEPC joined the Board for the discussion of 
Agenda Items F through I.) 

F. Additional Information Pertaining to Park Square 

Hugo recalled that the Board had approved a $12 million investment in Park Square's 
European Direct Lending fund, in April. They reviewed the details of the investment, 
in May, and agreed to continue to move forward while they reviewed in greater detail 
the issues pertaining to leverage and the legal structure of the investment. The June 
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discussion continued that process to ensure the Board's conceptual understanding of, 
and comfort with, this asset. 

There were several issues raised during the Board's discussion. Counsel Richeda 
noted that Park Square operates under the laws of Guernsey, which might mean that a 
ruling in a US court could not be enforced. Chair Lewis asked for clarification of the 
charts provided by Park Square, depicting the account structure with Credit Suisse, 
and the statements in the material provided by Tom Hickey that allows for the use of 
a variety of financial instruments, up to 35% of the capital commitments of the Fund 
in companies to be outside of Europe, and more with the approval of the Advisory 
Committee. 

Carolyn explained that Wells Fargo provided a bridge loan to cover the period before 
the funding was provided by the Limited Partners. Credit Suisse holds the funds and 
buys the assets for a Total Return Swap (TRS), with a leverage ratio of I to I. Hugo 
asked why Park Square did not simply borrow the money. Carolyn replied that there 
is no currency risk with this arrangement. The fees deducted from earnings are the 
interest paid to Credit Suisse and the interest paid to Wells Fargo until the capital 
comes in from the Limited Partners. 

Kevin told the Board that operating in Guernsey is the most efficient way to collect 
the funds and has a tax advantage. Holding the investment in Luxemburg also 
provides a tax advantage. 

Member Riemer voiced his concern that each complication results in increased risk. 
Carolyn agreed to find out if other NEPC clients invest in a similar structure, but she 
added that this structure is common to private investment assets. 

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

(Osvaldo Pereira, Park Square Capital, joined the discussion of Agenda Item H by 
phone.) 

H. Additional Questions for Park Square 

Chair Lewis asked why Park Square operated under the laws of Guernsey. Osvaldo 
replied that Guernsey uses English law. Like the Caymans and Delaware it is a tax 
domicile and provides tax advantages that increase returns. 

Chair Lewis asked about Park Square's ability to invest outside of Europe. Osvaldo 
told the Board that these investments have been in the US and Canada, with one in 
Australia. These are US dollar deals by European companies. 

With regard to the variety of financial instruments, Osvaldo explained that 
historically they have invested in derivatives, not other instruments. Regarding 
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Guernsey and Luxemburg, Osvaldo told the Board that the partnership is in Guernsey 
and the interest is received in Luxemburg, which has dual tax treaties. He added that 
most private investments have this sort of structure. 

Osvaldo reviewed the structure of the Park Square investment and worked through 
the math of the example in the Board Package. 
The Board thanked Osvaldo. 

(Osvaldo left the call at this point.) 

Member Riemer asked Carolyn if future assets might be in Africa or East Asia, if the 
funds had failed to close in the expected time, and if any of these investments had 
been made. 

Chair Lewis called a recess at I 0:30 AM 

The meeting reconvened at I 0:37AM 

(Outside Counsel Tom Hickey joined the discussion of Agenda Item G, by phone.) 

G. Review of Legal Structure of Park Square Investment 

Chair Lewis asked Tom if the Park Square contract is standard among European 
direct lending investments. Tom replied that Park Square is in "the middle of the 
pack." He added that this in a relatively new investment strategy and we have not yet 
seen a full life cycle. 

Tom told the Board that Park Square is an English Limited Liability Partnership, not 
a registered investment advisor. He added that the Orange County Pension fund had 
invested in Park Square last year, and Park Square agreed to follow the strict prudent 
person standard. Orange County did due diligence and was satisfied with this 
investment. Tom said he would make sure that any suit associated with AC Transit's 
investment would be in Alameda County, but he is not sure if it would be enforceable 
in Guernsey. 

Tom saw no alarm bells in Park Square's contract. He considered it typical and had 
seen some more aggressive, and some more conservative firms in his experience. 
Some had far more leverage and more complex structures. With BASEL III banks 
have backed away and cannot fill the need for loans. 

The Board thanked Tom. 

(Tom Hickey left the call at this point.) 

I. Next Step(s) with Park Square 
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Chair Lewis asked if the Board was still comfortable investing in European Direct 
Debt and if they wished to reconsider Alcentra. Member Riemer asked if the Plan 
could get a satisfactory return without a complicated structure or investments in 
smaller companies. Carolyn said that NEPC's research team had identified three 
funds with high quality assets and modest or no leverage, but the third fund was no 
longer open. She considered Park Square and Alcentra equally risky, but the risks 
were different. 

Member Riemer said that the underlying risk is that the company would not pay back 
the investment. Larger, more stable companies are more reliable, so he saw no need 
to revisit Alcentra. The Board agreed to continue the discussion of Park Square in 
July. 

Chair Lewis called a recess at II :20 AM 

The meeting reconvened at II :24 AM 

(Graham Schmidt and Tim Doyle, Cheiron, joined the discussion of Agenda Items J, K, 
andY. Bob McCrory joined the discussion by phone.) 

J. 2014 Actuarial Cost Letter 
K. 2014 Economic Assumptions for the Actuarial Valuation 

Bob referred to his June 16 letter regarding the Actuarial Valuation as of January I, 
2014, included in the Board Package. He told the Board that this letter was virtually 
the same as the May report. However, it did have more details on the impact of 
prospective changes in the actuarial mortality standards. Bob pointed out that the cost 
of the Plan declined by I% during 2013, mostly due to the favorable investment 
return in 2013 and the fact that the substantial loss of2008 was no longer included in 
the five years of smoothing. He added that the unfunded liability was amortized over 
14 years and the expected return was reduced from 7.38% to 7.25% 

Hugo recalled that the Board had sent a letter asking the District Board to consider 
holding the contribution at the higher prior-year level. He reported that the District 
Board and District staff preferred to reduce the contribution. Director Peeples 
stressed the need to use the funds to increase service. 

Hugo raised the question of the economic assumptions of an expected return of 
7 .25%, and an inflation rate of 3%. The Board and actuary discussed the expected 
return and inflation figures. 

MOTION: WILLIAMS/RIEMER to approve the return assumption of 7.25% and an 
inflation rate of 3%. (5-0-0-0) 

Graham discussed alternative methods of amortizing the unfunded liability. Bob said 
that the Board would receive the final valuation in July. 
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MOTION: RIEMER/WILLIAMS to approve the cost letter as presented by Cheiron. 
(5-0-0-0) 

Hugo mentioned that at the May meeting Cheiron had told the Board of a proposed 
change in the calculation of mortality. The Board had asked for an estimate of its 
potential impact on the District contribution. Graham told the Board that the Society 
of Actuaries had studied changes in life expectancy and the rate of improvement, and 
strongly encouraged their members to include these changes in their actuarial 
assumptions. Including projected improvements. Cheiron has estimated the cost 
impact of these changes at about 4.5% of payroll - a possible increase in the District 
contribution of $5.7 million. 

Graham said that there is no requirement to adopt the new tables, but the actuarial 
valuation must divulge the methodology. The tables assume a reduction in mortality 
of 1% per year. Bob noted that studies have found that life expectancy is improving. 
The new tables incorporate this reality into projections and funding. 

During the discussion of the District contribution it was noted that the payout by the 
Pension fund is about the same as the District contribution. Graham explained that 
these relative levels depend on the maturity of the plan. The payout and contribution 
are questions of cash flow and liquidity. Hugo agreed that similar levels are not 
necessarily good or bad. 

Y. AB 1222,PEPRAandPlanAmendment 13-A-16 

Hugo began to describe the status of the amendment, and possible next steps to 
resolve the issue. Director Peeples continued, telling Board that the District Board 
was working on resolving the question of the PEPRA amendment. He recalled that 
the District Board had passed a second tier for unrepresented employees, but had not 
incorporated it in a Plan amendment. He added that the second tier for the 
unrepresented staff must be resolved before the District can address the second tier in 
collective bargaining. 

Board Members reiterated the pressing need to rescind the PEPRA amendment 
incorporated in Chair Lewis' letter to the District Board asking them to address the 
status of the Amendment 13-A-6. Counsel Richeda noted the Retirement Board's 
legal quandary. 

Graham pointed out that employee contributions had been discontinued, but the 
Pension Fund was receiving the full contribution from the District. Bob added that 
the valuation excludes any consideration of PEPRA. 

Director Peeples told the Board that the District Board would discuss this issue in 
open session at the end of June. 
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MOTION: WILLIAMS/WILLIS: to direct staff to send a letter to all employees hired 
after January I, 2013, providing an update on their retirement benefits. 

The discussion centered around the timing of a communication to employees, and the 
possibility of tabling the motion until the July meeting, when the Retirement Board 
could assess the District Board's actions. 

MOTION: WILLIS/REIMER to table the prior motion and to investigate further action 
if the PEPRA amendment is not rescinded. (4-0-0-1) Member Lee voted "no." 

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

W. Draft Financials 

Hugo told the Board that there were few, if any, substantive changes in the material in 
the Board Package compared to the version discussed in May. Bob Griffin 
distributed the draft communication letter, which was missing only the final dates. 
He said the financials were complete except for minor editorial changes. They must 
be filed with the State Controller before June 30. 

The Board discussed adding a sentence regarding the anticipated revocation of 
amendment 13-A-16. Counsel Richeda will draft that sentence, and send it to Bob 
Griffin after Member Willis reviews the language. 

J. 2014 Actuarial Cost Letter (Continued) 
K. 2014 Economic Assumptions for the Actuarial Valuation (Continued) 

Graham showed the Board the projected funded ratio for the Plan, which reaches 92% 
in 2024. He also reviewed the charts presenting the District contribution and the 
percentage of payroll. He told the Board that the new generational mortality 
assumptions will be incorporated in the final valuation along with the new graphs. 

L. Draft of Quarterly Report #2 to the District Board 

Hugo referred to the draft report included in the Board Package. The Board discussed 
references to Plan amendment 13-A-16. They agreed to place this item first in the 
report and to reword the item to stress the pressing need to rescind the amendment. 

R. Update on Custody Bank Transition to Northern Trust 
S. Documents Required for Transition to Northern Trust 

Hugo told the Board that the transition to Northern Trust will be completed on 
schedule on July I. He explained the paperwork included in the Board Package, 
spelling out authorization to initiate, verifY and authenticate requests to move funds. 
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MOTION: WILLIAMS/RIEMER to approve the initiation, verification and 
authentication policy and the individuals named to fill these roles. (5-0-0-0) 

Q. Crescent Direct Lending Investment Update 

Hugo reported that the Plan has placed $7 million with Crescent, and another $1 
million will be invested by the end of June. 

X. Retiree Health Insurance Costs 

Hugo distributed tables of the 2013-2014 cost of Medical Insurance, and the increase 
from 2012-2013. He mentioned how the cost of medical insurance continues to 
increase and the impact it has both on retirees and employees considering retirement. 

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

Hugo told the Board that there had been a meeting with the union, and Counsel 
Richeda is working on his opinion concerning Mr. Gardner's claim. 

The following Agenda Items were not discussed at the June Meeting 

M. Asset Allocation and Rebalancing 
N. International Small-Cap Review 
0. International Small-Cap Equity Manager Search 
P. Next Step(s) in International Small-Cap 

AA Disability Determination Process 
BB Retirement System Manager Report 

1. Report on Benefits Roundtable 

These items will be discussed at the July meeting. 

T. NEPC Work Plan- Carolyn Smith 

The International Small-Cap Equity review and manager search will take place in 
July. 

U. Calendar for 2014- Hugo Wildmann 
V. Joint Meeting with the District Board 

There were no changes to the schedule. 

CC (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) 
a. Desiree Lambert- Occupational Disability 
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b. Gwendolyn Randle- Total and Permanent Disability 
c. Zakiya Mawusi- Occupational Disability 
d. Aubrey Johnson- Total and Permanent Disability 
e. Arsenia Legaspi - Total and Permanent Disability 
f. Keith Wade- Total and Permanent Disability 
g. Ray Dunhams- Total and Permanent Disability 

DD (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 

The Board adjourned at I :30 PM. 
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