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ROLLCALL 

Approved Minutes 
Special Meeting of the 

AC TRANSIT RETIREMENT BOARD 
October 21, 2015 

Chair Jeffrey Lewis called the meeting to order at 9:08AM 

Staff Report 15-287 

Members Present: Sue Lee, Davis Riemer, Joyce Willis, Vice Chair Yvonne 
Williams, and Chair Jeffrey Lewis 

Absent at Roll Call: Sue Lee 
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 President and Liaison; 
Michael Hursh, AC Transit General Manager; James Pachan, AC Transit Interim Chief 
Financial Officer; Bob McCrory (by phone), and Graham Schmidt, Cheiron; Carolyn 
Smith, NEPC; Kevin Murphy and Michael Sramek, Sands Capital Management. 

PUBLIC COMMENTS 

None 

CONSENT CALENDAR 

MOTION: WILLIAMS/WILLIS to adopt the Consent Calendar with the corrections 
noted above. (5-0-0-0) 

Ayes: 
Noes: 
Abstain: 
Absent: 

APPROVED 

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

A. Approval of Minutes for September 10, 2015 

APPROVED 

B. Approval of Financials for August 2015 

APPROVED 



52 of 388

AC Transit Retirement Board 
October 21, 2015 

C. Approval oflnvoices in the Amount of$157,538.65 

APPROVED 

D. Approval of Retirements for AugustiN ovember 2015 

I. Victor Criswell 
2. Kevin Dickerson 
3. Norman Grant 
4. Phillip Johnson 
5. Raymond Martinez 
6. Kala Bryant 

APPROVED 

REGULAR CALENDAR 

1655 (November) 
32574 (November) 
371 (November) 
1423 (November) 
32353 (November) 
Pre-Retirement Survivor (August) 

Hugo reviewed the order of the agenda, including agenda items to be taken out of order. 

E. (CLOSED SESSION) 

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

(RESUME OPEN SESSION) 

Hugo told the Board the Closed Session would continue later in the meeting, with regard 
to disability applications and anticipated litigation. 

Chair Lewis called a recess at 10:01 AM 

The meeting reconvened at 10:08 AM 

F. Approval of Retirements for October 2015 

I. 
2. 
3. 
4. 
5. 
6. 

James Brown 
Melvin Cook 
Eugene King 
Ugo Quezada 
Ann Malone 
Joyce Wilson 

#31113 (October) 
#31772 (October) 
#40184 (October) 
#2229 (October) 
#30366 (October)- Term Vested 
#31132 (October)- Conversion to Service Retirement 

MOTION: WILLIAMS/RIEMER to approve the six retirement applications listed 
above. (5-0-0-0) 
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The Board congratulated Norman Grant for 41 years of service, Phillip Johnson for 
35 years of service, Victor Criswell for 34 years of service, Eugene King for 33 years 
of service, U go Quezada for 30 years of service, and Ann Malone for 28 years of 
service. 

G. Asset Allocation and Investment Manager Update 

Turning to the AC Transit Fund Performance Report for September 30, 2015, Hugo 
pointed out that the fund had lost 3% for the first three quarters of 2015, but with 
improved performance in October, the return was about 0% through the third week in 
October. Through September, Domestic large cap and international managers lost 
6%, small cap about 5%, and emerging markets about 14%. Domestic fixed income 
gained 1%, and emerging market debt declined about 2%. 

Hugo pointed out that the Board should expect a year without any gain about once 
every four years, and returns below the actuarially assumed rate about 30% - 40% of 
the time. These results are to be expected when managing a diversified institutional 
investment portfolio. He continued that when the market does poorly, we should 
expect the AC Transit portfolio to also do poorly. 

H. Update on Brookfield Non-Core Real Estate Manager 
I. Next Step(s) in Non-Core Real Estate Search 

Hugo recalled that the Board had heard presentations from representatives of 
Brookfield and Crow, two non-core real estate managers, in August. In September 
they discussed the two choices, and voted to explore investing in Brookfield Non
Core Real Estate fund, subject to review of the contract by Counsel Richeda and 
outside Counsel Tom Hickey. Hugo reported that he had received a memorandum 
from Tom and had a brief phone conversation with Russ and Tom. Tom had 
expressed more concerns with Brookfield than he had with other investments. Hugo, 
Counsel Richeda and Carolyn will talk with Tom and Tom will provide the Board 
with a memorandum in November. Hugo pointed out that the Board would have to 
make a decision in December, and the Board discussed the possibility of asking Tom 
Hickey to take a look at Crow. 

MOTION: RIEMER/LEE to see if investing in Crow is still an option. If it is still 
possible to invest in the Crow fund, to ask Tom Hickey to review the Crow contract. (5-
0-0-0) 

(Carolyn Smith ofNEPC joined the discussion of Agenda Items J through M.) 

J. Growth vs. Value Investment Presentation 

Carolyn referred to NEPC's "Growth vs Value Discussion" material included in the 
Board Package. She noted that growth investments are acquired anticipating that the 
company's earnings will grow while value stocks are usually viewed by the market as 
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having lower earnings growth potential.. Growth stocks have a high price/earnings 
(P/E) ratio while value stocks have a low PIE ratio. Among AC Transit managers, 
Sands is known for its growth style, while Dodge & Cox is a value manager. 

Over the long term value stocks have outperformed growth stocks, particularly among 
domestic small-cap equities. Based on Dimensional (DFA) data more years saw 
value outpace growth stocks. Value outperformed growth with the difference greater 
in the longer (15 year) period. However, Russell data report growth outpacing Value 
in 1, 3, 5, and 10 year periods, and value outperforming over the 15 and 20 year 
periods. Overall, Carolyn recognized that the conclusion to be drawn depends on the 
period under review, and the data can be read in several different ways depending on 
the time period. 

Member Riemer told the Board that there is a value bias in his practice. He stressed 
the importance of sustaining a plan over time, and pointed out the difficulty of doing 
so when the decisions are made by a committee whose members will change. He 
added that a portfolio with regular disbursements cannot afford to take an extreme 
position. The AC Transit US large-cap portfolio invests one third in an index, one 
third in a value fund and one third with a growth manager. However, Member 
Riemer pointed out that the index has a growth bias, so the balance is not exact. Nor 
is the demarcation between growth and value stocks always clear, although price to 
book is an accepted measure. 

The Board discussed possible methods to balance the portfolio between value and 
growth, by shifting between managers or within their funds. Carolyn agreed to 
provide a regression analysis and to calculate the price to book ratio of AC Transit 
stocks. 

(Kevin Murphy of Sands joined the discussion of Agenda Item K and Michael 
Sramek of Sands joined the discussion by phone.) 

K. Presentation by Sands Capital Management 

Carolyn referred to the Flash report, which showed that Sands had underperformed 
the benchmark. During the year ending September 2015 AC Transit's portfolio with 
Sands lost 4.1 %, while the benchmark gained 3.2 %. Chair Lewis recalled that the 
Board had recognized that Sands would not track the index, and during the three 
years since the inception of this investment the Sands investment has provided a 
return very similar to that of the index. This has been accomplished with one period 
of outperformance and one period of underperformance. Hugo remarked that Sands 
has a very concentrated portfolio. 

Kevin Murphy introduced his colleague, portfolio manager, Michael Sramek, who 
joined the discussion by phone. Michael told the Board that Sands had experienced a 
tough year and a half. Growth investment had not done well, and Sands had lagged 
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the benchmark. They invest in high-quality, sustainable business and hold on to these 
equities. The market has favored low volume businesses. 

Michael told the Board that Sands had made a few mistakes in choosing stocks for 
their portfolio. Other factors were the flat equities market, and the transition in the 
Chinese economy. The last resulted in price volatility, in the short-run, but could 
have a favorable impact in the long run. He added that investors choose Sands 
because of its differences from the benchmark. 

He recognized that Sands' performance since AC Transit acquired the fund had been 
just about the same as the benchmark, but he added that three years is not enough 
data, and they use rolling five-year periods. Since they own only 30 stocks, their fund 
can expect to experience volatility. In the past underperformance has been followed 
by several years of very strong results. 

Chair Lewis asked that all charts be presented net of fees. The Board thanked Sands 
for its presentation. 

Chair Lewis called a recess at 11 :30 AM 

The meeting reconvened at II :40 AM 

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

(Bob McCrory and Graham Schmidt of Cheiron joined the meeting for agenda item N 
and 0. AC Transit General Manager Michael Hurst, and Interim Chief Financial Officer 
James Pachan also joined this discussion.) 

N. Latest Mortality Information from the Society of Actuaries 
0. 2015 Actuarial Valuation 

Hugo referred to his memorandum, which provided an update on mortality and the 
actuarial valuation. He recalled that the board had voted to approve a District 
contribution of $46.6 million after a two-year phase in. However, early in October 
the Society of Actuaries emailed a new Mortality Improvement Scale (MP-15), which 
showed less of an improvement in mortality than was anticipated. He discussed the 
question with Bob and Graham and asked them to take a look at the potential impact 
on the District contribution. 

Bob told the Board that the most recent slowing in the rate of improvement in 
lifespan would result in a reduction in the District contribution of about $1 million, to 
a little under $46 million, without a phase-in. He noted that the policy issue was 
whether to emphasize funding or accuracy. The Board discussed the possibility of 
using the updated data (MP-15). 
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Bob noted that applying the data to AC Transit's workforce could result in two 
conclusions. Our mortality rates could continue to be higher, or could decline more 
because there is more room for improvement. He also noted that the higher mortality 
rates were found throughout the transit industry, not just at AC Transit. 

Jim Pachan stressed the need for funding service expansion. Vice Chair Williams 
called attention to consideration of wages and benefits for the work force. Jim noted 
that the District projects its operating budget figures. Mike Hurst added that it is hard 
to look beyond five years because of the volatility of sales tax revenues. He 
summarized the District's funding needs. Hugo mentioned that given the portfolio's 
returns to date, there probably would be a large increase in the District contribution 
next year. 

Board members voiced their support for using the most recent data, and directed 
Cheiron to use the most current mortality data. 

L. NEPC Work Plan 

The November meeting agenda will include a presentation by Dodge & Cox, a 
continuation of the discussion of value vs. growth investment, and the quarterly 
performance report. 

M. Calendar for 2015 and 20 16 

The Board will discuss the 2016 meeting schedule in November 

P. Joint Meeting Presentations 
Q. PEPRA Update 

The Joint Meeting was scheduled to take place following the Board meeting. The 
agenda included an update on PEPRA by AC Transit General Counsel Denise 
Standridge. 

R. Pension Benefit Calculations for Former Union Officers (Gardner) 

Hugo reported that he talked with ATU Local 192 Counsel Shawn Groff, and 
providing additional information. 

S. Hearing Officer Update 

ATU had been working with AC Transit Chief Administrative Services Officer, Tom 
Prescott, to develop a list of potential hearing officers. 

T. Retirement System Manager Report: 
l. Report on Administrators Institute 
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It is interesting talking with other Systems dealing with the same issues, such as 
funding ratios. 

2. Benefit Statements 
The statements will be mailed by the end of the month. 

3. Pension Issues in the News 
I. Ca!PERS Assumed Rate of Return 

Hugo referred to an article from the Sacramento Bee. CalPERS will probably 
institute changes to lower the risk and reduce the assumed rate of return of its 
portfolio. 

E. (CLOSED SESSION--CONTINUED) 
I) Matters Relating to Personnel: Disability Applicants' and Disability Retirees' 

Medical Records (Government Code Section 54957; 65 Ops. Cal. Atty. Gen. 
412 (1982) 
a. Arsenia Legaspi- Total and Permanent Disability 
b. Ray Dunhams- Total and Permanent Disability 
c. Terence Chrisman - Total and Permanent Disability 
d. Kelvyn Johnson- Occupational Disability 
e. Michael Jefferson- Total and Permanent Disability 
f. Lua Lane!! -Occupational Disability 
g. Bridjet Toles- Total and Permanent Disability 
h. Linda Young- Total and Permanent Disability 
1. Kevin Dickerson- Total and Permanent Disability 

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

I) Pension Calculations for James Gardner and Other Former Union 
Officers 

2) Appeal of Denial of Total and Permanent Disability for Aubrey 
Johnson 

3) Conference with Legal Counsel-Anticipated Litigation. Initiation of Litigation 
Pursuant to Government Code section 54956.9(d)(4): I Potential Case. 

(RESUME OPEN SESSION) 

There were no actions to report. 

STAFF COMMENTS 

None 

RETIREMENT BOARD COMMENTS 

None 
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ATTORNEYS' REPORT 

None 

ADJOURNMENT 

MOTION: WILLIAMS/LEE to adjourn (5-0-0-0) 

The meeting adjourned at 12:37 PM 
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