
Staff Report 17-282

Approved Minutes
Meeting of the

AC TRANSIT RETIREMENT BOARD

August 11, 2017

ROLL CALL

Chair Jeffrey Lewis called the meeting to order at approximately 9:03 a.m.

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

Absent at Roll Call: None
Members Absent: None

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): H.E. Christian Peeples, District Board Liaison; Claudia
Allen, AC Transit Chief FinancialOfficer; Carolyn Smith, NEPC.

PUBLIC COMMENTS

None

CONSENT CALEN DAR

MOTION: WILLIAMS/RIEMER to adopt the Consent Calendar. (5-0-0-0)

Ayes: Members Lee, Riemer, Willis, Vice Chair Williams, and Chair Le
Noes: None
Abstain: None
Absent: None

APPROVED

A. Approva] of Minutes for Ju]y 20, 20].7

APPROVED

B. Approval of Financials forJune 2017

APPROVED

Williams and Chair
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C Approvaloflnvoices for $].30,590.59

APPROVED

D Approvalof Retirement for August/September 2017
1. Esdras Gonzalez (Augusta

2. Kirven Blaylock(September1
3. Michael Gaines (September)
4. Enrique Madrigal(September)
5. Ernest Orozco (September1
6. Carol Ward (September1
7. Jacqueline Williams(September)
8. Daphne Byias(September, Term Vestedl
9. Herman Lawrence(September, Term Vested)

APPROVED

The Board congratulated Esdras Gonzalez for 31years of service, Enrique Madrigalfor 34 years
of service, Ernest Orozco for 37 years of service, and CarolWard for 29 years of service.

REGULAR CALENDAR

Severalitems on the agenda were discussed out of order

F. Department Staffing

Hugo reported that Albert Yam had requested a leave of absence due to family medical
issues. His full-time employment with the District is less than one-year; therefore he does
not qualify for FMLA. The approval on a leave of absence is based on the discretion of his
supervisor.

Albert initially requested a leave of absence for two months, but Hugo was concerned a
leave of this length would negatively impact department productivity. Hugo explained that
there is an immediate need to hire a temporary employee in Albert's absence. He would
also like to start the hiring process of a permanent position by next week, as the hiring
process takes time. His plan was to grant Albert a one-month leave and then extend the
leave, but at the same time begin the hiring process. He mentioned that he did not want to
wait to begin that process in case Albert did not return from his leave. The Board asked
many questions about this and ultimately did not authorize Hugo to begin the hiring process
for a permanent replacement. The Board agreed to allow the hiring of a temporary
employee effective as soon as possible. It also decided to grant a one-month Leave of
Absence to Albert and to discuss the leave at the September Board meeting.
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MOTION: ROEMER/WILLIAMS to approve the hiring of temporary person immediately, and
grant staff Albert Yam four weeks for leave of absence before the hiring process for a
permanent position.(5-0-0-01

1. Real Estate Opportunities Update

Matt Ritter of NEPC provided the Board with a summary of the Non-Core Real Estate
investment managers for discussion: The Carlyle Group, Landmark Realty Advisors, LLC, and

Oaktree CapitaIManagement. He gave a brief summary of the report he gave on Carlyle and
Oaktree at the June meeting.

In terms of size, Carlyle is the largest of the three. The fund that is currently open for capital
is their 8"' real estate fund. Their investment focus is for properties that have underlying
distress, whether in the condition of the buildings, or too much underlying mortgage
leverage, etc. They will acquire these properties, rehabilitate them and sell them. They
generally have abouts-00 properties in a portfolio, rather than focus on a smaller number of

larger deals. The properties are usually welldiversified by property type and geography.
Matt further explained that the value of a Non-Core Realestate fund is heavily weighted on
asset appreciation versus rentalincome, and the usualholding is three to five years.

Oaktree is headquartered in Los Angeles. They are known for their Realestate Debt funds.
Essentially, they gain real estate exposure through the debt component of the assets, such
as a mortgage, for the commercial market. They originate and purchase real estate debt
and NEPC views this as an area with a good risk/return profile in the real estate space

Oaktree focuses on junior mortgage debt, which essentially fills in the gap between banks
and first mortgages, and other existing debt; this makes them a multi-focus real estate debt
portfolio. They have significant exposure in Commercial Mortgage Backed Securities
ICMBS) -- which are composed of pools of debt securities. Oaktree's corporate background
and expertise allows them to analyze the underlying assets of a CMBS and determine the
actualrisk level. Their fund has a closed end structure, and the holding period for Oaktree
is targeted to be three to five years. Carolyn clarified that, due to Oaktree's structure, their
fund could also be categorized as Private Debt instead of real estate

In terms of leverage, both Oaktree and Carlyle employ leverage. Since Oaktree is a debt

investor, there is already an equity cushion in their investments. Therefore, even if they
employ leverage on their investment, there is still an equity cushion to mitigate the risk.
They can go as high as 60% leverage, but they are typically around the 50% range. Carlyle's
portfolio typically has a 60% to 70% leverage on each asset, which varies based on the
property type and their comfort with the underlying asset.

Landmark has a unique investment style. They purchase private real estate funds in the
secondary market. They purchase these at what they consider to be a discount to their
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intrinsic value as the sellers of these funds typically are looking to exit the investment and
are willing to sell them at a discount to their intrinsic value because few buyers for these
investments exist.

Landmark is targeting $2 billion in their fund. They focus on purchasing the Limited
Partners ownership stakes in existing real estate funds. For example, if an investor in a
closed end real estate fund wants to cash out, they would sell in the secondary market '
where Landmark would purchase the investment. An example would be if we decided we
wanted to cash out of our Westport or Brookfield investment. We would need to sellthese
in the secondary market. Landmark has specialized and developed an expertise in this type
of transaction. The Board discussed this type of investment structure and that we would
essentially be paying two sets of fees: one to Landmark and another to the manager of the
original investment. Carolyn pointed out that the fees are factored in when Landmark
purchases an investment in the secondary market so they would only be purchasing an
asset if their analysis showed a sufficient return after fees are factored in.

The Board discussed some of the headline risk associated with some of the investment

managers presented by NEPC. These risks were spelled out in the NEPC reports.

In the reports NEPC provided, the historicalreturns of Carlyle and Landmark are similar, but
the timing of the returns is different. Among the more recently created funds, Landmark
tends to have a focus similar to seasoned, mature funds. Landmark started in 1989 and
they are headquartered in Connecticut and have offices nationwide. They have about 100
employees and expect to continue to grow. They are the pioneer in the secondary market
and were one of the first firms who focus in the secondary real estate and private equity
market. Landmark has invested in over 375 real estate funds. They are very diversified in
terms of types of property and geography.

J Real Estate Opportunities Next Step(s)

Carolyn and Hugo explained to the Board that our goal at this time is to select a couple of
investment managers to come in to make a presentation to the Board. Chair Lewis
mentioned that he is uncomfortable with both Oaktree and Carlyle for their risk profiles
and/or headline risk. While he recognizes the double layers of fees in Landmark, he thinks
the discount they purchase a fund at could more than offset the fees. The key is looking at
the net return, not the absolute level of fees. Member Riemer is not in favor of Oaktree
and Debt funds in general if they are placed in the real estate portfolio. He is
uncomfortable with Carlyle because of the headline risks, but he would consider another
fund that is focused in actualproperties. Carolyn explained that AEW and Kayne Anderson
are two of the alternatives. AEW focuses in US properties, whereas Kayne Anderson
focuses on Senior Housing, Student Housing and MedicaIFacilities.
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In terms of timing, Matt and Carolyn thought that if the Board selected either Landmark or
AEW we would be able to complete allthe required paperwork by the closing date

The Board decided to invite AEW and Landmark to come in for a presentation during next
month's meeting. They also requested NEPC to Include an introduction on Kayne Anderson.

Chair Lewis called a recess at 10:57 a.m

The meeting reconvened at 11:09 a.m

E Retirement of Tom O'Neill- August 2017

Hugo reported that Mr. O'Neill's application was approved by the Board in the last meeting
for 7 years. Staff and legal counsel has gathered additional information in regards to the
three additionalyears of service

The Board discussed the increase in the unfunded liability caused by granting Mr. O'Neil
three additional service years. The Board decided it would not ask the District for an
additional contribution as a result of the increase in the unfunded liability as a result of
granting Mr. O'Neil the additional service years; however, the Board asked Hugo to notify
the District that for future cases that are similar in nature, the Board might well ask the
District for an upfront payment to offset allor part of the increase in the unfunded liability
caused by the District granting additional service for a misclassification.

MOTION: WILLIAMS/RIEMER to follow the recommendation in the memo and approve the
additional three years of service credits for Tom O'Neill's service retirement, with the
pension benefit of approximately $4,550.(4-0-1-0). Member Lee abstained.

G Investment Performance, Rebalancing and Asset Allocation

Hugo reported that our portfolio has done very well this year. As of the end of July the
portfolio is up 9.5% YTD. From a big picture perspective, large-cap has outperformed small-
cap and growth has outperformed value. On a YTD basis, U.S. equity is up 12.1%, smallcap
is up 2.8%, International Equity is up 19.3% and emerging markets is up 22.5%. The fixed
income portfolio is up almost 5.0% on a YTD basis.

Chair Lewis ca]]ed a recess at 1].:49 a.m

The meeting reconvened at 12:01p.m.

Hugo said that as he had informed the Board last month he had a rebalancing plan to
present. He mentioned that the increase in the equity markets had caused the portfolio to
move away from our targets and that to rebalance to our targets we would need to reduce

our allocation to our equity managers and move funds to our fixed-income managers. The

5

5 of 8



Retirement Board

August 11, 2017

Board discussed our under allocation to private debt and decided to target 51% in equity
securities after we rebalance. Carolyn recommended rebalancing to a 51% equity
allocation.

MOTION: WILLIAMS/RIEMER to adopt the rebalancing recommendations based on the
allocation shown in Proposal 2, and authorize Hugo to allocate roughly 1% of the portfolio
to cash. (5-0-0-0)

When asked by Director Riemer, Hugo responded that the rebalancing could take a bit over
a month as he tries to minimize the funds that are out of the market at one time

H Quarterly Investment Performance Report

Carolyn reviewed the Cluarterly Investment report and pointed out how well the fund had
performed over the pasta-2 months. The fund is ranked in the top 15 percentile during this
period and in the top 44% for 5 years. There are 230funds in the comparison universe.

Chair Lewis raised concerns on Eaton Vance as they have underperformed over the recent
past. Carolyn and Hugo explained that part of their underperformance was a function of
their investment style. They underweight the largest countries in the Emerging Market
index and underweight the largest companies within a particular country. This style has not
been doing well. Carolyn showed how their underweight of China had impacted their
performance. Eaton Vance has a much more diversified portfolio than the emerging
market index.

K. Joint Meeting Agenda

Hugo mentioned that Russ, Graham and Carolyn will have drafts of their Joint Meeting
presentations for the Board to review at the September meeting.

L. NEPC Work Plan for 2017

Hugo reports that Graham will be here at the September meeting to update the Board on
the Actuarial Valuation. The Board also agreed that two Non-Core Real Estate managers
would make presentations at that meeting.

M. Calendar for 2017

Hugo confirmed that the October meeting will be on October 4th starting at 9 a.m. followed
by the Joint Meeting at 1:00 p.m.

N. Plan Amendment
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No update

O. Benefit Statements and Letter

Hugo recommended taking out the changes pertaining to the SPD as a result of the
uncertainties pertaining to the implementation of PEPRA. He said that Russ agreed with the
recommendation. The Board agreed with the recommendation.

P Communication with Doctors on Disability Questions

Hugo reviewed the situation in which the Board had instructed staff to begin confirming in
writing what doctors were telling staff over the phone. He mentioned that in the first case
staff had sent a confirming letter to a doctor and the doctor essentially contradicted what
he had said on the phone. Hugo explained that his experience has been that doctors are far
more open in sharing information orallythan they are in writing. After extensive Board
discussion, the Board agreed to leave it up to Russ to determine if staff should follow up in
writing after a phone conversation with a doctor.

Q. Paratransit Employees in the Retirement Plan

Hugo mentioned that he had nothing new to report

R. Retirement System Manager Report

Hugo reported that at the July 26th District Board meeting, director Harper mentioned that
it took too long for the District Board to receive the Retirement Board Minutes. Hugo
mentioned that he was not at the meeting as a result of a prior commitment but had
listened to the tape of the meeting. He said we had been over this issue before and that
our policy it to send our Minutes to the District as soon as the Retirement Board approves
them. Director Harper wanted the Minutes to go right to the District, perhaps in draft form.
Hugo said he had contacted Director Harper in an attempt to discuss his comments but that
he had not heard from Director Harper who was on vacation. The Retirement Board

discussed if any action was necessary or needed on this item. District Liaison Peeples
suggested that the Retirement Board not take any action on this item. He thought this was
a District Board issue. The Retirement Board took no action on this item and instructed
Hugo not to proactively contact Director Harper again on this matter.

Hugo reported that the payroll used by our actuary to estimate the District's contribution
might be understated in the report Cheiron presented at the July meeting. He has been
working with the District on this and will have more information at the September meeting.
The issue is a result of what Cheiron calls "pensionable payroll" and how it utilizes it and
how this differs in recent years from what the District calls "pensionable payroll". The issue
is most likely a result of the increase in District payroll in recent years. Hugo mentioned
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that the way to prevent this in the future is for the District, retirement staff and our actuary
to work together to arrive at a consensus figure for the District's pensionable payrollin the
upcoming fiscal year. This figure will be approved by the Retirement Board as part of the
actuarial process.

Member Lee explained that last year was exceptional because of the increase in service
Payrollappears to have increased by 14% last year.

Hugo reported that the District requested Adelle's old office because the retirement
department no longer has a grade 8 employee and that is what the District requires for an
office. Hugo mentioned that the office is now vacant.

The Board directed Hugo to make a request to District that, should there be a future
structural change in the department and a need for an office, the District will work to
provide the Retirement Department with a suitable office

S. Closed Session

T. Resume Open Session

LegalCounsel Russ Richeda reports on Closed Session Agenda as follows:

1. With respect to S-l-d - The Board unanimously granted the Occupational Disability
pension application for Alfreda Benjamin, and instructed staff to process her pay status
according to the actualretroactive effective date

ADJOURNMENT

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

The Board adjourned its meeting at 1:29 p.m
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