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ROLL CALL 

Approved Minutes 
Meeting of the 

AC TRANSIT RETIREMENT BOARD 
April 14, 2016 

Chair Jeffrey Lewis called the meeting to order at 9:04 AM 

STAFF REPORT 16-156 

Members Present: 
Absent at Roll Call: 

Sue Lee, Davis Riemer, and Joyce Willis, and Chair Jeffrey Lewis 
None 

Members Absent: Vice Chair Yvonne Williams 

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; 
Carolyn Smith and Kevin Novak, NEPC; Jack Coan of Investec, and Grant Webster, by 
phone. 

PUBLIC COMMENTS 

None 

CONSENT CALENDAR 

Member Riemer asked for a couple of revisions to the minutes 

MOTION: RIEMER/WILLIS to adopt the Consent Calendar with the revisions noted 
above. ( 4-0-0-1) 

Ayes: 
Noes: 
Abstain: 
Absent: 

APPROVED 

Members Lee, Riemer, and Willis, and Chair Lewis -- 4 
None 
None 
Vice Chair Williams -- 1 

A. Approval of Minutes for March 23, 2016 

With the revisions noted above. 

APPROVED 

B. Approval of Financials for February 2016 

APPROVED 
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C. Approval oflnvoices for $121,105.91 

APPROVED 

D. Approval of Retirements for May 2016 

I. Sabrina Calhoun 
2. Yemane Kiflegiorgia 
3. Romulo Ladiao 
4. Debra Reese 
5. Sherrell Murphy 
6. Diana Starnes 
7. Helen Williams 

APPROVED 

REGULAR CALENDAR 

1177 
30771 
40935 
42185 
32109-Term Vested 
32831-Term Vested 
40059-Term Vested 

E. Approval of Retirements for April/May 2016 with conditions, if any. 

I. Jacqueline Albro 
2. Dennis Butler 
3. Merry Smith 

31629 (April) 
41725 (April) 
30582 (Rescind April/ Approve May) 

MOTION: WILLIS/RIEMER to approve the three retirements listed above with the 
conditions, if any, and rescind approval of Merry Smith for April 2016. (4-0-0-1) 

The Board congratulated Sabrina Calhoun for 36years of service; Merry Smith for 29 
years of service; and Yemane Kiflegiorgis for 28 years of service. 

(Carolyn Smith and Kevin Novak, NEPC, joined the discussion of agenda items F 
through K.) 

F. Asset Allocation and Investment Manager Update 

Kevin distributed the NEPC Investment Performance Report (Flash Report) through 
March 2016. He told the Board that markets had rebounded in March after losses in 
January and February. 

Emerging Market equities put in a particularly strong performance. Domestic small 
cap equities and the MSCI International equities were strong in March, but still 
negative for the quarter. 

Overall, the Retirement Plan fund gained 4.6% in March and 1.2% for the first 
quarter. Large-cap equities lost 1.4% for the quarter, lagging the 1.2% increase in the 
Russell 1000 benchmark. International equities declined through March, but less than 
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the benchmark. Emerging Market equities gained 4.9%, lagging the benchmark. 
Fixed income rose 3.4%, Emerging Market Debt was up 6.2%. In response to a 
question, Carolyn said that she does not know of any index fund of emerging market 
debt. Core Real Estate outperformed non-core. 

Carolyn recommended that the Board update the Investment Guidelines once a year. 
Counsel Richeda stated that the Investment Policy had been revised less than a year 
ago, and new benchmarks were documented. Member Riemer asked NEPC to 
identify the specific funds in the labels to the performance reports. 

(Jack Coan, Investec, joined the discussion of Agenda Item G, and Grant Webster, 
Investec, joined the discussion by phone.) 

G. Presentation by Investec on Emerging Market Debt Portfolio 

Carolyn recalled that the Retirement Fund's investment was 38% of Investee's $84 
million Emerging Markets Blended Debt LLC vehicle, but Investec manages a lot of 
money in this product. Hugo mentioned that given the performance of the fund it 
might be difficult for Investec to attract new funds. 

Jack joined the Board at this point. He reported that the LLC fund had not done as 
well as hoped. However, the firm had grown by $5.3 billion. He told the Board that 
investments in the fund with separate accounts are similar to those in the comingled 
fund, barring specific exclusions. The LLC fund had five clients. AC Transit's 
investment was $31 million. He cited volatility in the Emerging Market debt market, 
as a likely cause of smaller investors deciding to hold off new investments, to explain 
the lack of growth in the comingled fund. 

Grant joined the discussion by phone at this point. He explained that there are three 
benchmarks each for an asset class: local currency bonds issued by governments; 
dollar denominated bonds issued by governments; and dollar denominated bonds 
issued by corporations. Investec manages the currency and bond risk separately, and 
may need to hedge the currency risk by selling local currency. 

Turning to performance, Grant noted that the net return smce inception 
underperformed the benchmark by 2%. He said that Investec had been too 
conservative, and had overweighted the dollar and underweighted other currencies. 
Major causes were currency allocation, transaction costs, timing and methodology 
and country selection. Investee's objective is to outperform the benchmark by 2%, 
net of transaction costs and taxes, over a three-year period. Jack believed that 
climbing to a 2% outperformance would be possible in a volatile market. He also 
said that he would be disappointed if the comingled fund did not reach $100 million 
by the middle of the year. 
Member Lee wondered why we should invest in the smaller fund. She asked Jack to 
verify the return on the larger fund investing in the same product. 
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Director Peeples asked if issues associated with off-shore investments would distract 
from Investee's core business. Grant responded that Investec pays its taxes and its 
business is above board. 

The Board thanked the Investec representatives. 

Chair Lewis called a recess at 10:43 AM 

The meeting reconvened at 10:55 AM 

Chair Lewis told the group that he had asked Jack how much of the currency trading 
is hedging, and how much is pure current trading. Pure currency trading could be a 
concern. 

H. Implementation of Value/Growth Analysis 

Hugo recalled that, at the March meeting, the Board voted to direct Carolyn and Hugo 
to formulate an implementation plan to achieve an equal allocation to Growth and 
Value, moving the funds among Index funds. Carolyn distributed a table of the 
current style of large cap equity exposure under the current style of allocation and 
style neutral allocation. The current style is based on style classification of 
underlying holdings of all domestic large cap equity portfolios as of 12/31/2015. 
Russell identifies the style as value or growth. If Russell identifies both styles, NEPC 
classifies the portfolio as core. Hugo did a more detailed analysis as he thought the 
NEPC methodology in deciding if a company was value, growth or core was different 
than what he anticipated. His analysis plus one provided by BlackRock showed that 
the NEPC methodology was different than how Russell would categorize a company. 

Carolyn referred to NEPC's recommendation to achieve style neutrality: 
• Fully liquidate SSgA Russell 1000 Growth Index Fund 
• Invest 70% (about $16 million) in a Russell 1000 Value Index Fund 
• Invest remaining 30% (about $7 million) in the current BlackRock Russell 

1000 Index Fund. 

The Board discussed the options and the measurements. Hugo noted that some 
companies identified as core could be 5% value and 95% growth. Board members 
agreed that there is no perfect measurement and the numbers would change over time. 
Therefore, they chose simplicity over precision or accuracy. Chair Lewis suggested 
that NEPC check once a year, and report quarterly. 

MOTION: RIEMER/WILLIS to adopt NEPC's recommendation to achieve style 
neutrality using the NEPC classification of core, growth and value. The Board expressed 
the intent to have an equal dollar value of growth and value stocks given the NEPC 
definition. (3-1-0-1) Member Lee voted no. She believed that the Board was setting the 
methodology at this time, and should be more precise. 

Chair Lewis called a recess at 11 :28 AM 
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The meeting reconvened at 11 :39 AM 

I. Active and Passive Discussion 

Hugo began the discussion by mentioning that roughly 50% of our large-cap equity 
and fixed-income portfolio was indexed. Carolyn referred to the NEPC material on 
Revisiting Active vs. Passive, included in the Board Package Carolyn stressed that 
NEPC believes that there is no right or wrong answer to this question, and most 
clients have both passive and active managers. 

• Where markets are efficient, and well researched, and inexpensive index 
fund alternatives exist, active management is less likely to add value. 
Examples are US large cap stocks and US core bonds, particularly 
Treasuries and Agencies. 

• Where markets are less efficient, smaller and less liquid active 
management is more likely to add value. Examples are US small
company stocks, non-US stocks, high yield bonds and bank loans, hedge 
funds and private equity and real estate. 

Turning to a series and charts comparing performance of active managers and 
benchmarks from a variety of assets over one, three and five year rolling periods, 
Carolyn summarized the results over the period from December 1991 to December 
2015. 

Outperformance compared to the benchmark over rolling periods: 

Asset Class One-year Three-year Five-year 

Large Cap equity 38% 40% 54% 
Small Cap equity 65% 87% 95% 
International equity 73% 93% 100% 
Emerging markets 45% 55% 71% 
Domestic Fixed Income 55% 58% 62% 

Thus, small cap equity is more likely to outperform, and international developed 
equity outperforms most frequently. Carolyn concluded that in certain parts of the 
market it makes sense to have active managers. 

Member Riemer stressed that a consistent approach is most important, but a portfolio 
needs a mixture of passive and active. This is because, over time, Board membership 
changes, and persistence is very important. 

Hugo mentioned that when large-cap companies do well passive managers 
outperform large-cap equity managers. He added that the results are cyclical. He 
noted that active fixed-income managers underweight Treasuries and since in his 
view Treasuries underperform non-Treasury fixed income securities, over the long-
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term active fixed income managers will outperform the Barclays index. He 
mentioned that active managers will have their share of underperformance when 
Treasury securities rally .. He concluded that there is no right answer, and holding a 
mix of active and passive managers is best. 

Member Lee noted that since 2006 the index has outperformed active managers, 
particular large-cap equity managers. That could argue for terminating managers 
such as Sands, which underperform. 

Chair Lewis recommended that the Board review the active vs passive question in 
about two years. 

J. NEPC Work Plan for 2016 

The quarterly performance report was scheduled for May. 
Hugo asked the Board about other potential topics. Chair Lewis suggested ESG 
(Environmental, Social and Governance) and a discussion of topics that interest the 
Board. 

K. Calendar for 2016 

Hugo told the Board that he expected a preliminary review of the financials to take 
place at the June 1 meeting, with final approval at another short meeting later in June. 

L. Department Staffing 

Hugo referred to the job description for the new position of Retirement System 
Analyst, included in the Board Package. He told the Board that it would go to the 
District Board for approval at their meeting at the end of April. 

M. Updates on Calculations for Former Union Officers (Gardner) 

Hugo distributed a list of the 10 former union officers, whose final retirement benefits 
are under review, including the status of the review. He said that most of them have 
been completed, but a couple would be complex. He preferred to develop a global 
settlement. The Board stressed the need to settle all of the final benefits under 
review, particularly those under review for the longest period of time. They directed 
staff and Counsel to move to an agreement or report back on any outstanding 
problems in May. 

N. Retirement System Manager Report (continued) 
1. Actuarial and Audit Update 

Staff is working with the actuaries and auditors. They will report at the June 
meeting. 

2. New Employee Orientation 
Hugo said that he continues to tell new employees that they will received a 
defined benefit based on service and earnings, but not what they would receive 
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under PEPRA. Director Peeples said that the resolution to this issue could take 3-
5 years. 

0. (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. Arsenia Legaspi - Total and Permanent Disability 
b. Terence Chrisman - Total and Permanent Disability 
c. Michael Jefferson - Total and Permanent Disability 
d. Lanell Lua - Occupational Disability 
e. Linda Young - Total and Permanent Disability 
f. Bernard Ellis - Total and Permanent Disability 
g. James Cornelious - Total and Permanent Disability 

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

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

P. (RESUME OPEN SESSION) 
1. 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 

MOTION: WILLIS/RIEMER to adjourn. (4-0-0-1) 

The Board adjourned its meeting at 1 :00 PM 
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