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I am writing this report a week after the July Retirement Board meeting where the 
Retirement Board approved the most recent Actuarial Valuation. At that meeting the 
Retirement Board spent a good deal of time discussing staffing issues in the department 
and the difficulty in hiring in the current job market. A good deal of this report will 
deal with the staffing situation in the department and the steps the Retirement 
Board thinks need to be taken so the department can operate effectively and 
implement PEPRA . . This report will cover the following: 

1) The recently approved Actuarial Valuation. 
2) An update on investment performance. . r. 

3) Staffing. 
Recentl:v Approved Actuarial Valuation 

At its July 26th meeting, the Retirement Board approved the 2018 actuarial valuation. 
This decision completed a process that began in the spring. As in prior years, the 
General Manager and CFO were involved in providing feedback to the Retirement Board. 
The Retirement Board approved a projected District contribution of $54.2 million for the 
District's 2018/19 fiscal year. This contribution is based on the assumption that the 
District's pensionable payroll _will be $174 million during the current fiscal year. The 
District's contribution can be broken down into two components: 1) the normal cost (plus 
expenses); and 2) the amortization of the unfunded liability. The normal cost is the cost 
of providing one additional year's accrual of future benefits to the current workforce; 
while the amortization of the unfunded ti~bili ty is the payment required to close the gap 
between the current funding level and full funding. For the current fiscal year, the 
normal cost is projected at $22.7 million (13.04% of pensionable payroll), while the 
amortization of the unfunded liability plus expenses will be $31.5 million. 56% of the 
District's contribution is a result of amortizing the unfunded liability. 

This is the first year in which the actuary computed the District's contribution on the 
PEPRA plan for unrepresented employees hired after 12/31/15. The estimated savings 
for the District's current fiscal year is roughly $180,000. 

Last year the Retirement Board decided to gradually reduce the assumed rate of return 
from 7.15% in 2017 to 7.00% in 2019. As part of this process, the assumed rate of return 
decreased from 7.25% to 7.125% this year. This reduction increased the District's 
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contribution by $1.3 million. Most, if not all, public retirement systems in California are 
in the process of reducing their assumed rate of return so as to bring them into line with 
virtually every investment consultant's (including our') projection of returns for th next 5 
to 7 years. 

Funded Ratio 
The funded ratio of the Plan has continued to improve. On an actuarial value of assets, 
the funded ratio increased from 68.0% to 69.5%, while the funded ratio on market value 
improved from 65.9% to 71.6%. The reason for the difference in these two funded ratios 
is the smoothing methodology utilized by the Plan. (As you will recall, smoothing 
spreads over five years each year's experience gains or losses compared to our 
assumptions. This minimizes changes to the District's next year's contributions.) 

Projections 
The 2018 Actuarial Valuation included two sets of projections, one projecting 
contributions in dollars over the next ten years under the three scenarios described below, 
and the second projecting plan assets and plan funded ratio over the next ten years under 
the three scenarios. We are hoping these projections are helpful to the District. These 
projections are approximations and are the result of numerous assumptions which we all 
know will not be met; however, they should provide the District with an early indication 
of the possible changes to the District's required contribution and the funded ratio of the 
Plan in the upcoming years. The projections assume the following: 

1) Baseline - all assumptions, including the investment return, are met. 
2) 0% return in 2018, 7.00% thereafter, all other assumptions are met. (The actual 

investment return for 2018 is discussed on the next page). 
3) 5% return for each year from 2018-2022, 7.0% thereafter, all other assumptions 

are met. 

This Table Projects the District Contribution 
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2018 174.0 54.2 54.2 54.2 31.2% 31.2% 31.2% 
2019 179.2 57.2 57.9 57.4 · 31.9% 32.3% 32.0% 
2020 184.6 58.7 60.4 59.4 31.8% 32.7% 32.2% 
2021 190.1 59.7 62.2 61.1 31.4% 32.7% 32.1% 
2022 195.8 60.8 64.2 63.3 31.0% 32.8% 32.3% 
2023 201.7 62.7 67.0 66.5 31.1% 33.2% 33.0% 
2024 207.8 64.6 69.0 69.5 31.1% 33.2% 33.5% 
2025 214.0 66.6 71.1 72.5 31.1% 33.2% 33.9% 
2026 220.4 68.6 73.3 75.2 31.1% 33.3% 34.1% 
2027 ,227.0 70.7 15.5 77.7 31.1% 33.3% 34.2% 
2028 233.8 39.7 44.7 47.0 17.0% 19.1% 20.1% 
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This Table Projects the Funded Ratio 

2019 691.0 697.8 70.7% 69.7% 
2020 1,020.4 744.8 722.9 735 .8 73 .0% 70.9% 
2021 1,049.5 799.8 766.l 780 .7 76.2% 73.0% 
2022 1,078.1 854.5 809.9 821 .9 79.3% 75.1% 
2023 1,106.3 901.4 846.6 851.9 81.5% 76 .~% 
2024 1,134.3 950 .2 895.6 886.5 83.8% 79.0% 
2025 1,162.1 1,001.5 947.6 927.4 86.2% 81.5% 
2026 1,190 .1 1,055 .7 1,002.7 975 .2 88.7% 84.3% 
2027 1,218.4 1,113 .3 1,061.3 1,030.2 91.4% 87.1% 
2028 1,247.3 1, [74.7 1,124.0 1,092.9 94.2% 90.1% 

The reason for the major projected drop in 2028 is the fact that the amortized 
extraordinary 2008 loss will be fully paid off. 

70.4% 
72.1% 
74.4% 
76 .2% 
77.0% 
78.2% 
79.8% 
81.9% 
84.6% 
87.6% 

The Retirement Board is happy to provide the District with projected results under any 
scenario requested. If you would like to discuss these projections, please contact Hugo 
Wildmann. 

,Investment Results 
When writing about investment results in these reports, I have consistently mentioned 
that the focus of the Retirement Board is on the long-term. We all know that in the short
term, markets will go up and down, but over the long-term, we expect equity markets to 
go up. Through the end of July, the approximate investment return for calendar year 
2018 is 3%. Over the 12-month period that ended 7/31/18, the Plan returned 
approximately 7.0%. As I have mentioned often, it is reasonable to expect that roughly 
one year out of every three or four years will produce a negative return for the Plan and 
that close to 40% of years will produce a return below our actuarially assumed rate. As I 
have mentioned on numerous occasions, the fact that the Plan will have a year ( or several 
years in a row) of returns below the actuarially assumed rate is not a reason for alarm or a 
time to implement changes to the investment portfolio. It is usually a time to take a long
term view and wait out the cyclical nature of the markets. The last nine calendar years 
have produced positive returns for the U.S. equity markets. Few market participants 
expect the next nine years to produce similar returns . If 2018 ends with a positive return, 
we will have seen ten consecutive years of positive returns. 

As much as we would like the performance of the recent past to continue, I think we 
should all prepare ourselves for the inevitable market decline. As part of our periodic 
rebalancing activities, we have continued to rebalance in order to keep our asset 
allocation from shifting away from our long-term investment targets and our diversified 
investment strategy. 
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Staffing 
In May, the District Board agreed to amend the agreement between our two Boards in 
order for the Retirement Board to enter into a contract with Robert Half so that one of 
their employees could continue to do work for us through the end of the calendar year. 
We greatly appreciate that the District Board did not leave us in an untenable position by 
not allowing this Robert Half employee to continue to do work for the department. The 
Retirement Board believes that it is critical to have the option to continue this Robert 
Half employee performing work for us beyond the end of the year. 

For almost two years, the Retirement System has been trying to hire a Retirement System 
Administrator. We just completed our third unsuccessful recruitment for this position. 
Hugo has been surprised at the lack of fairly basic skills and knowledge that the "best" 
candidates have demonstrated. We had one candidate withdraw to accept another job 
while we were in the process of making a job offer but for the most part the candidates 
were very unimpressive. Hiring in the current job market is challenging to say the least. 
It is our recommendation that this position be raised from a Grade 8 to a Grade 9 as soon 
as possible. I am hopeful that this step will help us attract more qualified candidates. 
This of course will take time. In the meantime we will continue to post the position in 
the hope that an acceptable candidate applies. 

Even ifwe were to find a person for the position before the end of the year, there is an 
additional issue. The Retirement System Analyst is going on maternity leave soon. Thus, 
it appears very likely that we will need the Robert Half employee to remain here past the 
end of the year. The fact that the Retirement Analyst will be going on maternity leave 
will hamper the ability of the Department to complete the required work, let alone 
continue making progress on several projects that need to be completed. We are working 
with Human Resources to find an AC Transit employee who we can train and then can be 
the backup for the Analyst when she is on leave. I am not trying to be an alarmist or 
create a crisis where none exists; however, the entire Retirement Board thinks that steps 
must be taken to allow the Robert Half employee to remain here beyond the end of the 
year if that is what is determined by the Retirement Board to be in the best interests of the 
department. We think we should have the flexibility to allow him to continue to perform 
work for us until we have two other employees who are proficient in performing the 
major tasks of the department. It might well turn out that this individual is not needed 
past the end of the year; however, ifhe is, we would like the option to make that 
determination later in the year and to keep his services. 

I also must add that we have limited options for hiring at the moment. The local economy 
is providing many employers with challenges in hiring qualified candidates. We also are 
challenged by the fact that none of the current firms that we can utilize:for temporary 
services has what is called a Professional Services Area. These are employees that can 
do work for the District on a temporary basis but are employed by the temp firm. 
In addition, we are in the process of implementing PEPRA. It is critical to have stability 
in staffing for the implementation to go smoothly. The Robert Half employee is the ideal 
employee to be involved in this process and to provide continuity over the next six to 
nine months. 

Please feel free to call me, Jeffrey Lewis (463-3900), or Hugo Wildmann (891-4889), if 
you would like to discuss this report or request additional information. 
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