
Staff Report 16-240

Approved Minutes
Special Meeting of the

AC TRANSIT RETIREMENT BOARD

August 25, 2016

ROLL CALL

ChairJeffrey Lewis called the meeting to order at approximately 12:00 pm

Members Present Sue Lee, Davis Roemer, Joyce Willis, Vice Chair Yvonne Williams and Chair
Jeffrey Lewis
None
None

Absent at Roll Call
Members Absent:

Also Present: Hugo Wildmann, Retirement System Manager; Albert Yam,; Russell Richeda,

Legal Counsel; (the following individuals were at part of the meeting); H.E. Christian Peeples,
District Board President and Liaison; MichaeIHursh, AC Transit GeneraIManager; Claudia Allen,
AC Transit Chief Financial Officer; Don Eckert, AC Transit Director Mgmt and Budget; Amit
Ghodasara; Graham Schmidt, Cheiron; Carolyn Smith, NEPC.

PUBLIC COMMENTS

None

Hugo explained that the District's General Manager Mike Hursh was available from 1-2 today
and that he had schedu]ed the actuaria] discussion to begin at ].:00. There will be no closed
session today, but staff is making progress on disabilities and Hugo expected to have a progress
report at the next meeting.

CONSENT CALENDAR

Chair Lewis asked for a couple of revisions to the minutes

MOTION: WILLIAMS/RIEMER to adopt the Consent Calendar with the revisions noted above
ls-o-o-o)

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 forJuly 25, 2016

With the revisions noted above

APPROVED

B. Approval of Financials forJune 2016

APPROVED

C. Approval of Invoices for$257,064.86

APPROVED

D Approvalof Retirement for August/September 2016
1. Diana Marks (August)
2. Guy Moore (Augusta

3. Stevenson Talbert (August)
4. Janice Jackson -Term Vested(August)
5. Arturo Pacheco --Term Vested (August)
6. Jeffery Harris (September)
7. Samuel Jackson --Term Vested(September)
8. Felecia Lovett - Term Vested (September)

APPROVED

The Board congratulated Diana Marks for 30 years of service; Arturo Pacheco for 26 years of
service; and Jeffery Harris for 36 years of service

REGULAR CALENDAR

G. Quarterly Investment Performance Report

The board wanted to spend approximately 20-30 minutes on this section, and asked Carolyn
of NEPC to focus her remarks accordingly.

Carolyn summarized the performance of the portfolio for 2016. The plan is up 5.6% YTD
while the Policy Index is up 6.7% and the Allocation Index is up 6.5%. Carolyn mentioned

that domestic equities are underperforming their benchmark and this is the major cause of
the recent fund underperformance. While both of our separate account active managers,
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Sands and Dodge & Cox, outperformed their benchmarks in July they are stilltrailing their
W'D benchmarks. In the Non-US Equity segment, Templeton is also underperforming. Other
managers are outperforming but the focus of Carolyn's presentation was on our
underperforming managers. Our Emerging Market Equity managers have been
outperforming their benchmark in recent periods.

In Domestic Fixed income, our allocation in the Barclays Aggregate has shown a 6.0% YTD
return. In Credit Fixed Income, the performance of both managers has been good, as there
is strong performance coming from High Yield.

In Emerging Market Debt, Investec has an 11.0% return YTD which trails the benchmark by
roughly 3%. Carolyn attributed this to the more conservative approach Investec takes.

Looking at the performance of our portfolio on an annual basis, we had performance below
our benchmark for 20].1, 2014, and for the current 2016 W'D. Our funds outperformed the
benchmark significantly in both 2012 and 2013. In the under-performing years, it was
primarily the Equity managers that have caused the underperformance. The Board
discussed our underperforming managers -- Dodge & Cox and Sands . The Board agreed to
have Sands and Dodge & Cox make presentations at the November meeting.

Hugo reminded the Board that it is very hard to identify the best time to terminate an active
manager. Carolyn reminded the Board that when Sands was hired in 2011, the Board knew
that they were a concentrated manager and that their performance would be volatile.
Carolyn suggested that, if the Board's opinions on volatile active managers such as Sands
have changed, we should try and terminate them when they are doing well, not poorly in a
market cycle

Chair Lewis called a recess at 12:57 PM

The meeting reconvened at ].:OI PM

IGraham Schmidt, Cheiron; Michael Hursh, Claudia Allen, Don Eckert, and Amit Ghodasara,
AC Transit, joined the discussion of Agenda Item E)

E. Presentation by Cheiron on the 2016 Preliminary Valuation Results and Assumption
Alternatives.

Hugo introduced this section by reviewing the Board discussion at its June and July meeting
The initia[ "Cost Letter" from Cheiron showed the 2016/].7 District contribution increasing
from $45.8 million to $46.9 million with the cost as a percentage of pay decreasing from
34.59% to 34.21%. The funded ratio on market value declined from 65.77% to 63.27%. At
the June meeting the Board had requested additional information from Cheiron which the
Board reviewed at the July meeting. At the July meeting the Board reviewed the additional
information and decided to discuss various amortization methods at the August meeting.
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Graham mentioned that he would be discussing funding policy and amortization. He began
his presentation by reviewing the figures from his June and July presentations. He
mentioned that allof the Board's assumptions were reasonable and that the Board did not
need to make anychangesto any assumptions if it did not want to. He mentioned that the
NEPC assumed earnings and inflation figures are within the reasonable range when
compared to the figures of other investment consultants.

Graham discussed rolling vs. layered amortization. He mentioned that under rolling
amortization the funded ratio will never get to 100% even if all assumptions are met.
Graham mentioned that the 12 years we now use for our rolling amortization is rather short
from an actuarial perspective. He went over an example of layered amortization and
mentioned that this is what most California pension plans use. He also mentioned that the
California ActuariaIAdvisory Panel recommends using layered amortization.

Graham went over page 8 of his presentation which showed the District's contribution
under our current amortization schedule (rolling 12-year) and what it would be like under
20-year layered amortization. He then referred to page 9 which showed the funded ratio
under the two different approaches. Graham pointed out the improvement in the funded
ratio as a result of using layered amortization.

The Board discussed that most public plans are moving to layered amortization. They also
mentioned that moving from rolling to layered amortization would not impact the District's
contribution in the current fiscal year. In looking at the projections for future years it was
pointed out that the contribution under layered amortization would be more than the
contribution using our current 12-year rolling amortization. Layered would keep the
District's contribution at approximately 35% of pay.

Graham went over direct rate smoothing. The Board listened to the presentation, asked
questions and decided not to make a decision on this matter at the meeting. Board
members mentioned that they would need additional information before making a decision
on "direct rate smoothing". Graham said the topic could be revisited in the future. Mike
Hursh had to leave at this point in order to attend another meeting.

Jeff summarized choices as he saw them

l
2

Keep things as they are. No changes to amortization or any assumptions.

Move to layered amortization in this valuation. The current unfunded liability would
remain as it is and be amortized over a closed 12 year period. Future changes to the
unfunded liability would be amortized over a layered fixed-period amortization
schedules.

Move to direct rate smoothing in addition to moving to layered amortization.3
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Graham agreed with Jeffs summary of the issues and his view that given how the Board
has historically dealt with issues the Board could decide on direct rate smoothing at a
later date. Graham reiterated that a decision on this Issue now wilmot impact District's
2016/17 contribution. It will impact the projected contribution for future years. Jeff
mentioned that giving the District additional notice on their contribution was a good
idea

The Board discussed closing our current rolling amortization at 12 years and starting to
use layered amortization next year. This would not result in any change to the District's
2016/17 contribution. Graham estimated that for next year this change would increase
the District's contribution by about 1% of pay.

RIEMER/WILLIAMS: To approve the use of layered amortization going forward and use a
12-year closed period amortization for the current unfunded liability, with the length of
the future layers to be determined by the Board at a future meeting. (5-0-0-0).

Hugo mentioned a small accounting issue that the District had discovered that would
have a slight impact on the Plan's 12/31/15 financials. After discussion with our
auditors, the District's auditors and our actuary they all agree that there is no need to
restate our financials. Hugo mentioned that the asset figure was off by $84,000 and
about $1million that should have been booked as a District contribution was booked as

interest income. Hugo suggested that since the Actuarial Valuation has not been
completed we should instruct Graham to use the updated figures.

RIEMER/WILLIAMS: The actuarialvaluation should use the updated figures(5-0-0-0)

F Asset Allocation and Investment Manager Update

This was covered in the Investment Performance discussion

H. Draft Joint Meeting Agenda

Hugo discussed the Joint Meeting agenda. He mentioned that we should discuss Carolyn's
presentation on our current investment strategy and we should discuss item 3E on the
Board's consideration of ESG investing.

Draft Joint Meeting Presentation from NEPC

Carolyn presented a draft of her Joint Meeting presentation. The Board reviewed the
presentation and suggested several changes. One of the suggestions was to begin the
analysis in 2007 instead of 2008. The Board also discussed the reason for the increased
diversification in the portfolio and the view that over the long-term a more diversified
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portfolio will outperform the original portfolio. The Board also discussed the decision to
reduce our dependence on the U.S. equity markets by moving funds to emerging markets
and to new less traditionalinvestment classes such as private debt and realestate

Carolyn agreed to incorporate the suggestions in her presentation which she will review
with the Board in September.

J. Private Equity Education

The Board decided to postpone the discussion on Private Equity Education to a later
meeting

K Approved Investment Policy Statement

Hugo mentioned that he had included the Investment Policy Statement that was approved
at the July meeting in the binder.

L. Additional ESG Information

Hugo mentioned that the Joint Meeting agenda has an item pertaining to the Retirement
Board's consideration of ESG investing. He mentioned that the Board should be prepared
for this item at the Joint meeting and suggested he write a brief memo to the Board
outlining the steps that have been taken since April in considering ESG. In response to
several Board suggestions Hugo mentioned that given the current staffing and workload
situation in the department he did not think spending a lot of staff time at the moment on
ESG was a good idea.

Chair Lewis called a recess at 3:03 PM

The meeting reconvened at 3:11 PM

M. NEPC Work Plan for 2016

The Board would like to switch the review for Emerging Market in November with the Domestic
Equity presentations in December. Chair Lewis suggested to hold off DFA's presentation until
2017

N. Calendar for 2016

The next meeting will be on September 27th starting at noon

O. Benefit Statements and Letter
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Hugo presented the Board with a draft of the letters that would accompany the Benefit
Statements. The Benefit Statements will go out to all employees hired on or before
12/31/14. Hugo mentioned that he had checked these dates with the GeneralCounseland
they did not create any issue pertaining to PEPRA. The Benefit Statements assume
employees are not in PEPRA.

P Department Staffing and Workload Update

Hugo explained that progress on regular retirement applications and administration had
been smooth, and the department was gradually progressing on DRO and disability cases.
Those were taking longer as Adele used to be able to remember previous cases from
memory, and now we needed extra time to go over files.

Hugo updated the Board that the hiring process is still ongoing, and he would update the
Board when finaldecisions are made.

Q. Update on Contract for Retirement System Manager

Chair Lewis asked for a couple of revisions to the contract

MOTION: RIEMER/WILLIAMS to adopt the contract as amended above. (5-0-0-0)

R Updates on Calculations for Former Union Officers(Gardnerl

The Board had previously expressed that they would like to settle everyone within the class
of action sooner, and suggested to bifurcate for those who already agreed to a settlement.
Hugo explained that Shawn Groff, the lawyer representing allpetitioners, told him and Russ
that they did not want to bifurcate. Claudia was the only person who had not agreed to a
settlement. Hugo called her yesterday and tried to explain to her that bifurcation would
most likely lead to a quicker settlement, but she refused. Claudia was with ATU Union and
that also made the case more complicated. Leaving aside Claudia, Hugo thought we should
be able to settle all cases by September. Hugo would follow up with Claudia to have her
come in and explain the process with her.

S. Retirement System Manager Report

Hugo requested to the Board that he would like to go to the Administrators' Institute
Meeting on September 2].-23, 2016. Additionally, there is a request by Member Willis and
Vice Chair Williams to attend the Preconference program for the 62nd Annual Employee
Benefits Conference by IFEBP. The Board had previously approved the actual conference
for Member Willis and Vice Chair Williams.

MOTION: RIEMER/LEE to approve the request for Hugo, Member Willis, and Vice Chair
Williams. (5-0-0-0)
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T. Closed Session

There was no report from Closed Session

ADJOURNMENT

MOTION: RIEMER/WILLIAMS to adjourn. (5-0-0-0)

The Board adjourned its meeting at 4:28 PM
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