
Staff Report 17-012

Approved Minutes
Meeting of the

AC TRANSIT RETIREMENT BOARD

December 9, 2016

ROLL CALL

ChairJeffrey Lewis called the meeting to order at approximately 9:09 am

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, Retirement System
Analyst; Bertha Ng, Retirement System Analyst; Russell Richeda, Legal Counsel; (the following
individuals were at part of the meeting): Claudia Allen, District Chief Financial Officer; Carolyn
Smith, NEPC; Kevin Murphy, Sands Capital; Kevin Johnson, Dodge & Cox.

PUBLIC COMMENTS

None

CONSENT CALENDAR

Chair Lewis asked Hugo whether retirees who had not completed their benefit selection should
be listed under the Consent Calendar. Hugo reminded the Board that, per their previous
request, the placement on consent calendar versus regular calendar should be based on the
complication of the application, not on whether a retiree had signed allthe documents or not.
The Board requested Staff to list the conditional approval requirements, if applicable, in the
Consent Calendar memo going forward.

Member Riemer and Lee asked Staff to investigate what items are booked under the
Administrative expenses on the financialstatement.

MOTION: RIEMERS/WILLIS to adopt the Consent Calendar conditional on all outstanding
required documents being provided to staff on a timely basis.(5-0-0-0)

Aces:
Noes:

Abstain

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

1 of 7



Retirement Board
December 9, 2016

Absent: None

APPROVED

A. Approvalof Minutes for November 10, 2016

APPROVED

B Approvalof Financials for October 2016

APPROVED

c. Approvalof Invoices for$276,429.74

APPROVED

D Approvaland ConditionaIApprovalof Retirement for December 2016/January 2017
1. Jefferi Beaty (December)
2. Gloria Martin (December)
3. Kenneth Rhodes --Term Vested(December)
4. James Brundage (January)
5. Harry Coffee (January)
6. Gloria Galbert (January)
7. Jenny Moore (January)
8. Juventino Sanchez(January)
9. Brent Stubbs IJanuary)
10. Gregory Whiteside(January)

APPROVED

The Board congratulated Jeffers Beaty for 26 years of service, James Brundage for 31 years of
service, Harry Coffee for 40 years of service, Gloria Galbert for 42 years of service, Jenny Moore
for 33 years of service, and Juventino Sanchez for 35 years of service.

REGULAR CALENDAR

E. Quarterly Investment Performance

Hugo mentioned that performance for this quarter had been very good. The overall YTD
return for our portfolio was 6.8%. Given the performance of the markets in early December
he thought the return could exceed our assumed rate of return of 7.25%.

F. Large Cap Active Performance Review
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Carolyn included a comparison of Sands and Dodge & Cox with the S&P 500 and their
respective benchmarks. The comparisons looked at investment performance by our active
managers in many different ways. Over the long-term both Dodge & Cox and Sands had
outperformed their benchmarks. While Sands had outperformed their benchmark over the
long-term they have not out performed their benchmark while they have managed money
for the Plan.

Sands was the more volatile of the two managers. This was expected as the Board hired
them as a concentrated manager. They generally hold about 30 names while Dodge & Cox
hold closer to 60. The Board was also reminded that when Sands was hired, 50% of the
funds from our terminated growth manager were placed in a growth Index fund while the
remainder was placed with Sands.

Looking at recent and long-term results Dodge & Cox is outperforming while Sands has been
underperforming in the time period that they have managed funds for us. They also have
been performing very poorly this year and they had one of their worst quarters in the firms
history earlier in 2016.

Hugo explained to the Board that firing a poor performing manager would be an easy
decision, but might not be the best decision. For example, there were previously times
when Dodge & Cox looked had underperformed but the Board gave them time and their
performance rebounded. He mentioned that performance often goes in cycles and the goal
is to not fire a manager if their investment style is about to come back into favor.

Carolyn also explained to the Board the ownership structure for both managers. Sands has
always been employee owned; it was founded by Frank Sands Sr., who retired a few years
ago. The current CEO is Frank Sands Jr. Dodge & Cox is also employee owned, and their
chairman is retiring at the end of this year.

Chair Lewis called a recess at 10:21AM

The meeting reconvened at 10:29AM

G. Presentation by Sands Capital

Kevin Murphy presented in person while Wes Johnson (Portfolio Manager) joined the
meeting by phone. Kevin and Wes reviewed the performance history for Sands and
explained the process they use in purchasing stock in a company. They look for companies
that will outperform over the next 5 years. They explained their recent poor performance
and mentioned that the firm has had prior periods of substantial underperformance. They
stressed that over the long-term Sands has outperformed their benchmark and they
expected to do so in the future
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Kevin explained that Sands was disappointed about their performance in recent periods,
but they did not think it invalidated their investment strategy. Their investment decisions
are made looking at a roughly 5 year investment horizon. The typical annual turn-over of
the portfolio is 20%.

Kevin and Wes reviewed the performance pages in the booklet and discussed prior periods
of underperformance and outperformance.

In terms of ownership, 70% is owned by the Sands family, and 30% is owned by the rest of
the employees. The Board asked numerous questions about investment performance and
the decisions made by the portfolio managers.

Chair Lewis ca]]ed a recess at ].1:51AM

The meeting reconvened at 12:0].PM

H. Presentation by Dodge & Cox

Kevin Johnson of Dodge & Cox presented to the Board his firm's overview. Kevin reviewed
the investment process that Dodge & Cox follows and thanked the Board for the many years
of having funds at his firm. He reminded the Board that Dodge & Cox is a low turnover value
manager.

Kevin provided an update on their portfolio and reviewed the investment performance over
the short and long-term. In almost all of these periods, Dodge & Cox had outperformed its
benchmark. He reminded the Board that during the almost 25 years that they have
managed money for the Plan, they have gone through several periods of severe
underperformance.

Kevin explained that he thought their firm could continue to outperform passive

management and reviewed a paper written by his firm that explained the common factors
of successful active managers.

Kevin reviewed the stability of the individuals working at Dodge & Cox and mentioned that
only a couple of investment professionals had left for reasons other than retirements in
recent memory. The Board asked several questions pertaining to the Dodge & Cox portfolio
including severaldealing with the names that appear to be historically "growth" names that
are now in the portfolio. Kevin agreed with this assessment and said they were in the
portfolio because Dodge & Cox thinks that are cheap relative to their earnings.

Large Cap Domestic Equity Manager Review
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The Board began discussing the investment performance of Sands. Member Riemer began
by quoting David Swenson(Yale) who had been quoted in the NY Times as saying 5 years is
not enough of a track record to terminate an investment manager. He continued that
even though there is much he does not like about Sands, he is not in favor of terminating
them at this point. He was concerned that we might be making a classic investors mistake
if we were to fire Sands now. That is firing them at the worst part of an investment cycle.
Chair Lewis reminded the Board that after 2008, they really disliked the performance of
their Fixed Income portfolio managers. They contemplated firing them, but ended up
deciding not to fire them because they thought that the Investment cycle was about to
favor our managers. It turned out to be a successful decision, but this of course does not
guarantee that staying with Sands will lead to the same outperformance. Chair Lewis was
not in favor of terminating Sands and spoke highly of the investment performance of Dodge
& Cox. Sue Lee mentioned the risk in the Sands portfolio and said she was in favor of
terminating Sands given their performance and the risk she said they took. Joyce and
Yvonne mentioned that they thought terminating Sands at this point would be premature
The Board decided not to make any changes to the investment portfolio at this point.

J. NEPC Work Plan

Hugo suggested to the Board that for the January meeting, we should have Carolyn present
the CapitaIMarket Outlook and discuss some the Work Plan and the investment topics that
the Board would like to prioritize in 2017

K. Approved Semi-Annual Report #2

Hugo reported that the approved semi-annual report had been sent to the District

L. Calendar for 2016 and 2017

Hugo explained that the specialmeeting scheduled on December 16, 2016, intended for the
Gardner case, should be canceled due to lack of sufficient progress with the Union's
attorney. Chair Lewis requested that the meeting on Apri] 13, 2017 start at ].0:00 instead
of 9:00

The Board requested Staff to send out meeting invites on their Outlook calendar. Member
Roemer asked Staff not to do those to him.

M. Update on Calculations for former Union Officers(Gardner)

Hugo reported that we continue to make progress and that he had sent his calculation for
Claudia Hudson's calculation to Shawn Groff(attorney for the union). The special meeting

scheduled for December 1.6th needed to be cance]ed because we are sti]] waiting for
Shawn's comments on this calculation. The next step would be to schedule a meeting
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between Hugo, Russ and Shawn to set up a timeline to get this item to the Board ASAP
Hugo was hopeful to complete everything and to present the Gardner case on the next
Board meeting on January 17, 2017.

N. Plan Amendment Update

Hugo and Russ received the latest version of the Plan Amendment back from the District
this week. They planned on reviewing it together this afternoon.

O. Jeannie Turner Update

The Board discussed Jeannie Turner's case in Closed Session last month. Hugo had
mentioned that Jeannie Turner had passed away a few days before the last board meeting
and that he would report back to the Board on the implications of her death. Hugo had
discussed her death with the District and Russ, and the consensus was that we should treat
her as an active employee who passed away. Her beneficiaries would be eligible forthe life
insurance that an active employee receives upon their death. Hugo explained that this
recommendation was specific to her case, and should not be adopted as a globalpolicy.

MOTION: WILLIS/WILLIAMS to treat Jeannie Turner's disability retirement application as
having been withdrawn.(5-0-0-0)

P. Retirement System Manager Report

Hugo would not be going to the conference in Burbank tomorrow, but would attend
through a long con'ference call.

Hugo a]so shared with the Board the agenda for the 20]-7 General Assembly to be held on
March 4-7, 2017 in Monterey. Board members are invited to attend, Russ is on agenda and
Hugo will be moderating for two sessions. If Board members are interested, they should
notify Hugo.

Q. Closed Session

N/A

R. Resume Open Session

There was no Closed Session discussion for this month. Chair Lewis requested a progress
report on our disability applicants next month.

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

The Board adjourned its meeting at 1:34.
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