
Staff Report 18-055

Approved Minutes
Meeting of the

AC TRANSIT RETIREMENT BOARD

December 14, 2017

ROLL CALL

The meeting was called to order at approximately 9:14 a.m

Members Present
Absent at Roll Call
Members Absent:

Vice Chair Yvonne Williams, Davis Roemer, Joyce Willis
Claudia L. Allen

Chair Jeffrey Lewis

Also Present: Hugo Wildmann, Retirement System Manager; Pavit Masson, Bertha Ng,
Retirement System Analyst; RusselIRicheda, LegalCounsel; Carolyn Smith, NEPC

PUBLIC COMMENTS

Hugo informed the Board that he had met with Chair Lewis and that Jeff was recovering well
and expected to attend the January meeting

CONSENT CALEN DAR

A

B.

c.

D

E.

F

Approvalof Minutes for the October 4th Meeting
Approvalof Minutes for the October 4th Joint Meeting
Approvalof Minutes for the November 13th Meeting
Hugo informed the Board that Director Peeples was not included in the rollcalland he will
be added.

Approvalof Financials for October 2017
Approvaloflnvoices for $129,825.34
Approvalof Retirements for January 2018:

1. Joseph Ronald Stevens
2. David Lawrence Allard -- Term Vested

MOTION RIEMER/ALLEN to adopt consent calendar. (3-0-0-2)

Ayes:
Noes:

Abstain

Absent:

Vice Chair Williams, Members Riemer, Willis
None
None

Chair Lewis, Member Allen

REGULAR CALEN DAR

1 of 8



Retirement Board Meeting
December 14, 2017

G. AB 1234Training-- Russ Richeda

Russ began the AB 1234Training at 9:18 a.m. He stated that we would attempt to complete
the two hours of required training today. Russ reviewed the Powerpoint presentation in the
packet and discussed: The Political Reform Act, Conflicts of Interest, Laws Prohibiting
Bribery, Government Code Section 1090, the San Diego City Pension Crisis and other issues
that pertained to appropriate behavior for Board members. The first part of the training
ended at 10:23 a.m.

Russ started parttwo of the AB 1234training at 12:49 pm. He gave the Board an overview
of transparency, the Brown Act, and the Public Records Act. He then discussed what a
"meeting" constitutes, and Hugo discussed how the Brown Act impacts his ability to discuss
issues with Board members between meetings.. The second part of the training ended at
1:44 p.m

H. Investment Performance, Rebalancing and Asset Allocation -- Hugo Wildmann, Carolyn
\math

We took a break at].0:29 a.m and reconvened at 10:34 a.m

Hugo informed the Board that the Plan is up 13.5% YTD through the end of November. He
said we would be discussing Sands later at the meeting.

Carolyn discussed the YTD return and talked about the difference between the policy index
and allocation index. She said that the fund has outperformed the allocation index and has
in some cases outperformed the policy index in the last three to five years. She pointed out
that equities have done very well and stated that our active managers have outperformed
their benchmarks this year. Carolyn noted that right now, value stocks are underperforming
growth and pointed out the difference in the Russell 1000 Index and the Russell 1000 Value
Index. She stated that this difference is largely due to the performance of technology

stocks. She pointed out that our small cap managers, such as DFA, have underperformed
slightly because they are more value-oriented.
Carolyn moved onto the top of page 3 and discussed the emerging markets section. She
said that emerging markets have been performing well, but our managers have
underperformed. She said this is due to City of London being somewhat value-oriented and
Eaton Vance underweighting larger countries and companies.
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She went on to discuss the fixed income portion of the portfolio, which is doing well. She
mentioned emerging market debt and said that it is also performing verywell. Last, Carolyn
discussed Real Estate performance on page 4 of her material.
Carolyn said they are working on investment return assumptions for next year and said that
expected returns for equity return expectations will most likely be reduced in the NEPC

assumptions that Carolyn will discuss in January. Member Riemer asked her what
methodology they use to forecast equity returns. Carolyn responded by describing the
"building block" approach, where they do not just look at history, but they look at the
current environment and add on additional parameters such as dividend income and
inflation. Carolyn went on to further describe the work done by the asset allocation
committee and research committee. Member Riemer asked if they go back and look at
prior forecasts and compare them to how the markets actually performed. Carolyn
responded that they do and they make assumption changes as necessary.

Report on our Large-Cap Growth Manager Sands Carolyn Smith

Hugo mentioned that over the last couple of years some Board members have expressed
their concerns about Sands. Sands is a concentrated growth manager. When the Board
hired Sands to replace RCM they took 50% of the funds that RCM had managed and placed
those in an index fund and placed the remaining funds with Sands. This was done to
mitigate the risk that Sands would add to our portfolio as a concentrated manager

Carolyn went to page 7 of her material and went over some of Sands' returns vs. its
benchmark, showing that the time frame makes a considerable difference when considering
their performance. Carolyn said that when the Board hired Sands, there was recognition
that their performance may be volatile, and that is why half of those funds were invested in
an index fund.

Carolyn went to page I of her materials and discussed the graph showing portfolio
concentration percentage by sector. Hugo mentioned that this graph does not show how
the sector percentages are changing for the index fund. Carolyn mentioned that the
amount invested in the technology sector has been on the rise

Member Riemer asked what we willbe deciding today and Hugo clarified that today we will
be deciding whether the Board was content to continue with Sands or if the Board wanted
to have additional discussion on Sands and look at their performance in additional detail.
Hugo mentioned that terminating Sands was not on the table today. Member Riemer stated
that he would like to do further investigation and not make any decisions today. Member
Riemer stated that he is unhappy with Sands because he does not think that a concentrated
portfolio will outperform the benchmark over the long-term and if it does so over the short-
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term it is only a result of chance. Member Riemer stated this is his general view of active
management.

Carolyn went to page 8 of her materials and discussed Sands' track record and statistics,
and finished on page ten by comparing Sands with some benchmarks. Hugo suggested that
we discuss this again at the January meeting and have further discussion on what to do
with the funds if we were to terminate Sands. There was some discussion about active vs.

passive management and about what additional data the Board might need to make a
decision. Hugo mentioned that it would be helpful to have some data on active vs. passive
management, and on how Sands' underperformance would affect the returns of the entire
portfolio. Member Riemer asked if Carolyn could provide data on the impact of Sands on
the risk of the entire portfolio and Carolyn responded that she could prepare that data.
When asked Hugo mentioned that he could go either way on either keeping or terminating
Sands but he thought the Board should try and come to a decision in the next few months
and that a protracted discussion on this topic is not the best use of the Board's time

Hugo and Carolyn wellcome back with more information for the January meeting

J Loomis, Sayles Guideline Update Hugo Wildmann, Carolyn Smith

Hugo reminded the Board that Loomis came in last month and discussed how they are
changing their investment guidelines. The fixed income investment we have with them
used to require at least 30% of the portfolio to be invested in investment grades securities.
The new guidelines will reduce this to O%. Hugo mentioned that he had met with Loomis
earlier in the week. Our choice is to either find a new investment ono have our investment

managed by Loomis under the new guidelines. Loomis mentioned to Hugo that this change
was being driven by the consultant community that wanted this product to be more
discretionary in nature. He voiced his displeasure about the change to Loomis but
understood that our choice was to either find a new investment or live with the altered
guidelines.

Vice Chair Williams asked what benchmark-agnostic means and Carolyn responded by
explaining that it means the manager does not care what the benchmark looks like, and
they structure their portfolio based on their own research.

Member Roemer asked what the structure is of the Loomis investment and Carolyn stated
that it is a collective trust of which we are a part. Member Riemer asked how much more
investment grade debt we would have in our portfolio if Loomis did not make this proposed
change.. Carolyn stated that priorto 2010, the Board had a fixed income structure with two
active managers, which were core plus, which means they can invest in parts of the market
that are not in the benchmark, i.e., they could invest outside of the U.S. or in high yield
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securities, etc. Carolyn stated that in 2008 these two managers were at the bottom of the
performance list because they take on a lot of risk and the Board was not aware of it.
Carolyn said that as a result, we examined risk more carefully and separated out the credit
and are seeking a higher yield on it. The Board asked Carolyn to present to the Board the
impact of the Loomis changes to the entire investment portfolio.

K. Update on Possible Investment in Landmark Hugo Wildmann

The Board decided to move forward with the Landmark investment, subject to a couple of

items being resolved. One of them is the side letter, to make sure our attorneyTom Hickey
is fine with the Side Letter and that Landmark will allow a Side Letter for a $5 million
investment. Theotherissue isthe UBTI issue, which mayormay not be in thetax bill. Hugo
informed the Board that Landmark will have closes in Jan, Feb, and March. Hugo said we
should wait to see if the finalized tax bill impacts UBTI. Hugo and Carolyn are finding out
from other managers how much UBTI there will be. Hugo told the Board that he and
Carolyn wellcome back to the Board in January with an update on the open items.

L. Approved Semi-AnnuaIReport #2 for 2017 Hugo Wildmann

The final copy is in the binder

M . NEPC Work Plan for 2018 Hugo Wildmann, Carolyn Smith

Carolyn will present an updated Work Plan at the next meeting. This will include the
information the Board requested on Sands and Loomis.

N. Calendarfor 2018 - Hugo Wildmann

Hugo informed the Board that the next meeting is January 18th. Hugo mentioned that
when he met with Chair Lewis, he was informed that Jeff would like to change the date of
the February meeting.

O. Update on District Board Discussion (12/13/17) on the PEPRA Plan Amendment - Hugo
Wildmann

Hugo informed the Board that the District Board approved the PEPRA amendment last
night. Vice Chair Williams asked that if an employee left and decided to withdraw their
contributions what interest would they earn. Hugo responded that they would be receiving
the three-month Treasury billrate.

P. PEPRA Implementation Hugo Wildmann
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Q. Workload -- Hugo Wlldmann

Hugo informed the Board that Staff is working on the 1099's

R. Hiring Plan -- Hugo Wildmann

Hugo summarized the Hiring Plan and mentioned that we willbe recruiting for a Retirement
System Administrator (Grade 8) in early January. Hugo also mentioned that the Board
originally wanted the Department to be staffed with one administrator, one analyst
IBertinal, and one assistant IBarbara) allreporting to the Retirement System Manager. Vice
Chair Williams asked Hugo what the compensation difference is between grade 8 and grade
6 and wants to know before casting a vote.

After the lunch break, Hugo stated that the annualsalary difference between a grade 8 and
6 is roughly $15,000. Hugo informed the Board that the responsibilities of a grade 8 and 6
would overlap, but the grade 8 would have more skills to perform analytical work, take
minutes, understand the plan and make presentations to the Board.

MOTION: RIEMER/ALLEN to give Hugo permission to proceed with hiring a grade 8
Retirement Systems Administrator.(4-0-0-1}

Ayes:
Noes:

Abstain
Absent:

Vice Chair Williams, Members Riemer, Willis, Allen
None
None
Chair Lewis

S. Summary Plan Description(SPDI Hugo Wildmann, Russ Richeda

T. Paratransit Employees in the Retirement Plan # Hugo Wildmann

Member Allen asked about the issue and Vice Chair Williams summarized it

U. Retirement System Manager Report:
1. ].099R Update

Hugo mentioned that staff is making progress on the 1099s

2. UNITE HERE and Brookfield

Hugo shared an emailfrom Jarrod Rapalje(Brookfield) with the Board. Vice Chair
Williams thinks Brookfield's response is insufficient but there is nothing else we could
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do. Member Roemer believes that Brookfield's response is unsatisfactory. The Board
directed Hugo to draft an emailto Brookfield and send it to Vice Chair Williams for
review.

3. Reminder on Training at the January 18th Retirement Board Meeting
There willbe 2 hours of training at the January meeting.

We took a break at 11:50 a.m. and reconvened at 12:16 p.m.

V ICLOSED SESSION)

1) Matters Relating to Personnel: Disability Applicants' and Disability Retirees' Medical
Records(Government Code Section 54957; 65 0ps. Cal. Atty. Gen. 412(19821)
a. Gerardo Alarcon --Total and Permanent Disability
b. Ervin Byrdsong --Total and Permanent Disability
c. Anjenette Brown - Occupational Disability
d. M. Karen Amos -- Occupational Disability

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

1) Geraldine Adams --Appeal of Denial of Total and Permanent Disability
2) James Cornelious --Appeal of Denial of Total and Permanent Disability
3) Terance Chrisman -- Appeal of Denial of Total and Permanent

Disability
4) Michael Jefferson -- Appeal of Denial of Total and Permanent

Disability
5) Linda Young - Appeal of Denial of Total and Permanent Disability

3) CONFERENCE WITH LEGAL COUNSEL--EXISTING LITIGATION(Government Code section
54956.9(d)(1)): Mehdin v. Gebregzabher

4) Public Employee Performance Evaluation
IGovernment Code Section 54957)
Title: Retirement System Manager
Title: Retirement System Analyst

W. Resume Open Session

The Board dld not take any action in Closed Session
PENDING ITEMS FOR DISCUSSION

RETIREMENT BOARD COMMENTS
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ATTORNEYS' REPORT
ADJOURNMENT

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

The meeting was adjourned at].:45 p.m
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