
Staff Report 17-042

Approved Minutes
Special Meeting of the

AC TRANSIT RETIREMENT BOARD

February 7, 2017

ROLL CALL

Chair Jeffrey Lewis called the meeting to order at approximately 9:02 am

Members Present Sue Lee, Davis Riemer, 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): Carolyn Smith, NEPC; H.E. Christian Peeples, District
Board Liaison.

PUBLIC COMMENTS

None

CONSENT CALENDAR

Chair Lewis asked Hugo to include the language for the pending adjustment for community
interest hold back for Sharon Barker.

MOTION: RIEMER/WILLIAMS to adopt the Consent Calendar with the suggested changes.(4-0
0-1)

Ayes:
Noes:

Abstain
Absent:

Members Lee, and Roemer, Vice Chair Williams, and Chair Lewis -- 4
None
None
Member Willis

APPROVED

A. Approva] of Minutes forJanuary 17, 20].7

APPROVED
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B Approvalof Financials for December 2016

APPROVED

C Approvalof Invoices for$134,352.91

APPROVED

D Approvalof Retirement for February 2017/ March 2017
1. Alfreda Benjamin(February)
2. Sharon Barker (March1
3. Charlene Marshall (March)
4. Phillip Butler(Term Vested, March1
5. Antoine Narcisse(Term Vested, March1

APPROVED

The Board congratulated Sharon Barker for 37 years of service

REGULAR CALENDAR

E. Investment Performance and Asset Allocation

Last month Hugo and Carolyn said they would discuss rebalancing at this meeting. Hugo
discussed the need to rebalance the portfolio and his views on how often it should be done
He mentioned that being overly precise in rebalancing is not something he or NEPC thought
was productive. He thought having a discussion with the Board two or three times a year
and rebalancing after these discussions was the most efficient and effective way to
rebalance

Hugo provided a summary of our current asset allocation to the Board. Currently, equities
amount to 51.7% of our portfolio while ourtarget is 51.0%. Under Private Debt, since some
of our capital commitments have not yet been called, we are currently at 4.1%, while our
target is at 5.0%. Subject to the Board's approval of our recommendations, we will be very
close to our targets and most of the difference between our allocation and our targets will
be a result of unfunded private debt commitments.

The Board discussed whether the Plan should reallocate funds away from Sands due to their
performance. Carolyn explained that our investment with them is only at$21mlllion. She
raised the issue of how much sense it made to keep them as an investment manager if our
commitment to them was decreased. The Board decided to continue with their previous
decision of keeping Sands and monitoring their performance.
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Chair Lewis suggested that we should discuss increasing our allocation under Small Cap
jcurrently at 22.4%), as historical data shows that SmallCap is performing better than other
classes among several different measuring periods. Hugo mentioned that we had a
significant percentage of our domestic equity portfolio in smallcap stocks.

Under International Equity, which includes ADR (American Depository Receipts), Hugo was
recommending to add$5 million to CapitaIGuardian and $2 million to Franklin Templeton,
while shifting away $5 million from Dodge & Cox and $2 million from Blackrock. We would
also take $7 million from DFA domestic small-cap and move $5 million to Investec
jemerging market) and $2 million to cash. These recommendations would bring us very
close to our targets.

Hugo mentioned that the ranges for various asset classes in our Investment Policy
Statement have a very wide range, and we are currently well within those ranges. The
rebalancing willget us closer to our targets.

A discussion took place pertaining to moving funds from domestic equities to international
equities. Member Roemer added that if we modeled our portfolio to match with the world
market, then international market should be at 52% and domestic at 48%. Therefore, our
current allocation is already showing a "home bias". Hugo reminded the Board that the
focus of this meeting was to move forward with suggestions on rebalancing. However,
should the Board want to re-visit the asset allocation that was approved in July 25, 2016, we
could put that back on the agenda for a discussion in the future date

Chair Lewis asked if we could take money out from the Real Estate market. Carolyn
explained that we could, but it was not immediate liquid, and usually required a month or
two. If there was a queue on gettingout, it might take longer.

Member Lee would like to make herself clear that she considered moving funds from
domestic equities to international equities would entail an undesirable level of risk,
therefore she would vote no on the motion.

MOTION: RIEMER/WILLIAMS to follow recommendations from staff and investment
consultant and to approve the proposed rebalance allocation.(4-1-0-0)

Member Riemer suggested to the Board that they grant staff additional authority to
rebalance without bringing the item to the Board. The Board asked staff to place this item
on the agenda.

F Quarterly and Annuallnvestment Performance Report

NEPC's Carolyn reported that, in the last quarter, the Small Cap domestic equity market
performed exceptionally well. For the year, the Russell 2000 showed a 21.3% return.
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Other markets that had a big impact in our portfolio included: US Corporate High yield
showed a ].7.1% return; Barclays US Aggregate Bond earned 2.6% last year and the Russell
].000 returned ].2.1%.

The summary for 2016 showed a Plan return of 8.4% (after fees), of which Q4 was at 1.1%
(after fees). Carolyn explained that it was a great performance for our fund. When
compared to other public funds, we ranked at the 14th percentile which means we are in the
top 14% of funds of similar size to us for 2016. Our 8.4% return showed a marked
advantage, compared to the 7.1% median return among public funds. The performance
was mostly attributable to our active managers and our asset allocation.
Under the International Equity segment in our portfolio, all of our investment managers
outperformed when compared to their benchmark. Under Emerging Market Equity, the
aggregate return was at 10.0%. Eaton Vance Trust outperformed, but City of London trailed
behind its benchmark. Under Credit Fixed Income, both active managers outperformed,
which led to an 11.0% return. Private Debt showed a 6.8% return; although this number
was smallwhen compared to returns from other segments, it was a good performance for
that segment.

Our Emerging Market Debt segment underperformed in last year, but stillshowed an 8.7%
annual return. Our Real Estate portfolio showed a 7.2% return last year but most of our
managers trailed their respective benchmarks. Carolyn attributed this to our managers
having a more conservative investment style than the benchmark.

G TIPS (Treasury Inflation Protected Securities) Presentation

Last month the Board requested that Carolyn make a presentation on TIPS. TIPS stands for
Treasury Inflation Protected Securities, and ares issued by the U.S. Treasury. They differ
from the traditionaITreasury Notes, as they have an inflation component. The value of TIPS
increases as the principalvalue is adjusted based on CPl-U(Consumer Price Index for Urban
Consumers). They come with set coupons just like the traditional treasuries, with a fixed
coupon at issuance. Therefore, as the principal value is adjusted due to inflations, the
income from the semi-annual coupon payment also increases. The value at maturity is a
little different too. TIPS are redeemed at the greater of inflation-adjusted value and initial
principal value.

Volatility of TIPS is greater than Treasury bonds, as it is not only impacted by the normal
interest rate, but also by inflation. Therefore, this would make cash flow less predictable
Because of TIPS' lower coupons to conventionalbonds, the same maturity would result in a
higher duration. Nevertheless, if the yield is higher, you get higher income and the duration
is shorter. Movement in interest rate will impact longer duration bonds in a much greater
way. Carolyn described how in an inflationary environment TIPS will perform better than
traditionaITreasury Securities.
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Since NEPC believes that we are heading to an inflationary environment(they use a 2.75%
Inflation assumption), they consider holding TIPS in our portfolio to be favorable. They
recommend that we look at a TIPS allocation of 5% of the portfolio.. Furthermore, NEPC

suggests the Board add TIPS to our portfolio even if we decide not to add Private Equity.
She explained that there are four vendors on NEPC's preferred list, should the Board
decided to move forward.

Hugo would like to see the return comparison between TIPS and our investment in the
Barcap Aggregate Bond Index fund under different time-span scenarios. For example, the
Barclays Aggregate is offering a yield of 2.6% return and this should be compared to the
current yield on a TIPS portfolio. Hugo advised that we needed to determine the break-even
inflation rate, in order to determine under what scenarios a TIPS portfolio would
outperform our bond index fund. He also mentioned that with our bond index fund we get
the increased yield from owning non-treasury securities while a TIPS portfolio is all
government securities.

The Board requested that Carolyn provide the Board with additionalinformation pertaining
to TIPS at the next meeting

H. NEPC Work Plan for 2017

NEPC will make a number of changes to the calendar, including adding an asset allocation
discussion in March, and moving the ALM study from Aprilto May orJune.

The Board requested that NEPC capture the history on our asset allocation including how
we shifted away from the conventional 60/40, and the rationale behind the decisions. The
analysis should look at the decision behind our allocation to International Large Cap
equities.

AnnuaIReview of Investment Managers

Hugo and Carolyn suggested to the Board that the due diligence meetings with DFA, Capital
Group, Franklin Templeton and Dodge & Cox be held with staff only per the discussion at the
last meeting. These managers all have managed money for us for a long time, are large and
stable firms and are not having any current performance issues. If any of these factors were to
change in the upcoming year Hugo and Carolyn would then recommend that the firms be
invited to a Board meeting. The Board agreed that staff should meet with these managers and
report to the Board.

J. Calendar for 2017

There were no changes to the calendar
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K. Gardner and Other Former Union Officers

Hugo reported that the settlement was in the process of being signed. Four of the
petitioners had signed, while the other four would be signing by next week. Once we
received the signed copy from the Union Officers' attorney, Chair Jeff would sign on behalf
of the system. Hugo reminded the Board that payment would be made in March.

L. Recalculation of Pension for Former Union Officer Benjamin Walker

Mr. Walker was a former union officer, but not part of the Gardner case. In working on the
Gardner case, staff determined that some of the calculations for Mr. Walker were in error.
Staff decided not to make any adjustments to Mr. Walker's pension until the Gardner
matter was resolved. As the Gardner case is now resolved, staff is recommending that we
make an adjustment to Mr. Walker's pension from $6,635 to $6,771, with a one-time
retroactive payment of $6,800 for the backdated adjustment.

MOTION: RIEMER/WILLIAMS to approve the new benefit amount for Benjamin Walker.(5
o-o-o)

M. Plan Amendment Update

Russ and Hugo are stillworking with Denise on the amendment for Un-Represented PEPRA

type employees.

Hugo asked Director Peeples about a request Director Ortiz had made at the District Board
meeting for information pertaining to what new employees are being told about PEPRA.

Director Peeples said there were concerns by a number of District Board members that we
could be sued by employees who claim they are entitled to the existing plan. He said some
District Board members would like employees to be told that they are not entitled to the
existing Plan.

Legal Counsel Richeda suggested that the issue of what employees are being told about
PEPRA be placed on our agenda. The Board requested that any reports that the District
Board received pertaining to this issue be distributed to the Retirement Board. Once the
report is received, the item should be placed on the Retirement Board agenda.

Russ has prepared the Plan Restatement incorporating allamendments adopted since the
last restatement in 2005. Hugo agreed to provide a status report including his opinions on
the Plan Restatement atthe ApriIBoard Meeting. Once the Restatement is adopted bythe
Retirement Board, then it willbe shared with the unions for their review.

Chair Lewis called a recess at 10:09AM
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The meeting reconvened at 10:19AM

N. Retirement System Manager Report

CALPERS General Assembly is on March 5th to 7th, and Hugo and Russ will both attend.
Hugo will be the moderator for two of the sessions with Russ a panelist for one of these
sessions. Hugo encouraged Board members to attend.

The AC Transit Board has named two liaisons to the Retirement Board. They are Director
H.E. Christian Peeple, who has been our liaison for a number of years, and Director Joel B.
Young who was the liaison years ago.

We discussed a bus driving training session for Board members at the last meeting. Hugo
willwork with the District to schedule such a session and willcoordinate dates with Board
members via email.

Hugo mentioned the article that described the decision by CalSTRS to reduce their assumed
rate of return. The discussion of our assumed rate of return will be an agenda item in the
spring.
Al11099Rs went out to the retirees.

O. Closed Session

N/A

P. Resume Open Session

Legalcounsel Russ Richeda reported on Closed Session Agenda as follows:
1. With respect to the application for Total and Permanent Disability by Raymond Robbins

- The Board unanimously approved the Total and Permanent Disability application
effective on July 1, 2016.

ADJOURNMENT

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

The Board adjourned its meeting at 12:56PM
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