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To: 

From: 

Re: 

AC Transit 
Enmloyees' Retirement System 

AC Transit Board of Directors February 2015 

Jeffrey Lewis- Chair, AC Transit Retirement Board 

2015 Quarterly Retirement Board Report (#1) 

The first Quarterly Report of the year will focus on the following: 

1) The Plan's investment results in 2014. 
2) The Plan's investment results over the longer tenn. 
3) The upcoming Experience Study and Actuarial Valuation. 
4) Communication between our Boards. 

2014 Investment Results 

Staff Report 15-077 
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In 2014, the Plan's investments returned roughly 4.3%. The Plan had roughly $563 
million in assets on 12/31114, which was an increase of $15 million from the $547 
million in assets on 12/31/13. Overall, equity markets produced mixed results in 2014. 
International and emerging markets declined while U.S. markets produced positive 
returns. While the broad U.S. stock market (Russell3000) was up by 12.6%, non-U.S. 
equity markets (EAFE) declined by 4.9%. The domestic U.S. bond market (Barclays 
Aggregate) returned 6.0% for the year. As you know, the Plan's assets are invested in a 
diversified portfolio, including U.S. stocks, bonds, other fixed income investments, 
international stocks, emerging markets, real-estate and other types of investments. 

The investment return of 4.3% was below the Plan's actuarially assumed rate of7.25%. 
As a result of the return on the Plan's assets falling short of the assumed rate of return, 
the Districfs contribution will increase (all other things being equal) in the upcoming 
year. As a result of the rather complex smoothing methodology used by the Plan, the 
impact for the upcoming year should be less than $0.5 million while it could exceed $2.0 
million in 2018. This assumes all other assumptions are met. We will of course provide 
J?Ore detail on this once we obtain additional information from our actuary. 

In 2013 our active managers outperformed their benchmarks while in 2014 they 
underperformed. In 2014 a majority of our active managers underperformed their 
benchmarks, as did most other active managers. The Board (with the help of our 
Investment Consultant, NEPC) continually monitors our active managers and when 
appropriate will terminate a manager. 
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Longer-Term Investment Results 
Over the last I 0 years, the Plan, has returned 5.7%. Over the last 5 years the Plan's 
return has averaged 8. 7%. The Plan's actuarially asswned earnings rate is now 7.25%. 
Since its inception, the Plan has returned 8.1% on an annual basis. 

Since the market meltdown in 2008 equity markets have produced stellar returns. I think 
it is worth making the point again that we will most likely in the near future undergo a 
period when the equity markets decline in value. In the event that this happens, we will 
continue to invest the Plan's assets in a diversified portfolio. We should not view a 
decline in the equity markets or a year in which the Plan does not achieve a positive 
return as a cause for concern or alarm. It is something that one should expect at least 
once every decade. 

Upcoming Experience Study and Actuarial Valuation 
On an annual basis our actuary (Cheiron) produces an Actuarial Valuation, while 
typically every three years Cheiron will also complete an Experience Study. This year . 
we are due for an Experience Study. As in the past it will focus on the specific results bf 
the AC Transit population and provide our Board with guidance on the possible need to · 
change some of the demographic assumptions. · 

As we have mentioned on several occasions, one of the areas our actuary will focus on 
this year are the asswnptions pertaining to mortality. Over the last few years the actuarial 
profession has increased its concerns pertaining to mortality assumptions being used that 
are not fully taking into account the, improvement in mortality that the profession is , 
seeing. It is likely that once our actuary reviews our mortality data he will recommend a 
change to our mortality assumptions. The changes recommended could well cause a 
significant increase to the District's annual contribution. 

PEPRA and Plan Amendment 15-A-17 
At your meeting on February 11 111 the District Board adopted Plan Amendment 15-A-17 
which codifies that the Plan has been (and should have been) administered as ifPEPRA 
never existed. 

We are awaiting word from the District regarding its view of the recent court ruling 
pertaining to PEPRA and the impact of this ruling on current or future employees. 

Communication Between our Boards 
As always, I want to encourage the District Board to contact me or Hugo Wildmann if 
you have any questions or comments pertaining to this report or the Retirement Plan. We 
also invite any District Board member to attend our monthly meetings. 




