SENATE BI LL NO 2430

To the Senate:

Pursuant to Article V, Section |, Paragraph 14 of the New
Jersey Constitution, | amreturning Senate Bill No. 2430 with ny
recomendati ons for reconsideration.

The Division of Investnment in the Departnment of the
Treasury is responsible for the investnent managenent of the
seven funds that conprise the New Jersey Pension Fund and the
State of New Jersey Cash Managenent Fund. The State |nvestnent
Counci | (“Council”) fornulates the policies governing the
nmet hods, practices or procedures for investnents, reinvestnents,
and sale or exchange transactions to be followed by the
Di vi si on. The Council’s expertise is wvital in rmaxim zing
returns to the State fromits various investnents. The Counci
is currently tasked wth periodically reporting on those
investnments and the returns from those investnents to ne, the

Legi sl ature, and the public.

This bill seeks to expand the reporting required of the
Council in order to identify the fund managers and the fees they
charge for their services. | agree that it is inportant to

disclose the fees that the State pays for the services of its
fund managers so that we can identify where our success in
private investnents 1is greatest and nmaximze our returns.
However, individually identifying each fund nmanager and the fees
they have negotiated with New Jersey will put the State in a
di sadvant ageous position relative to other i nstitutional
i nvestors who require no such disclosure. As such, many of the
prem ere fund managers nay elect not to continue a relationship
with the State if their confidential fee arrangenents wll be
made publi c. Any resultant loss of diversity in the fund

manager pool will |ead to suboptinal returns.



Mor eover, the disclosure of fees on a quarterly basis wll
|ead to confusion because not all of the fee schedules are
structured in the sanme nmanner. Various funds account for fees
usi ng di sparate nethodol ogies, with sone funds collecting fees
in advance and other funds collecting fees in arrears, sone
funds collecting fees on a periodic basis while other funds
deduct fees from distributions upon |iquidation of investnents.
As such, | am recomending the Council issue a unified annua

report, deliverable on or before the first day of March, that

wll detail the fees the State paid allocated to certain asset
cl asses. This sinple change will prevent the chilling effect
the original bill would have had on New Jersey’'s ability to

select the best fund managers, but also provide the clarity and
transparency the sponsors seek.

The external nanagers that are hired by the State to nanage
its investnents are also subjected to stringent disclosure
requirenents regarding their political activity including
Federal and State restrictions that prohibit or Iimt the types
of donations they can nake to State and Federal canpaigns and
candi dat es. External Managers are already required to submt
annual certifications of their political contributions and are
not permtted to donate to State political entities or
canpai gns.

This bill also seeks to apply a State limtation on
canpaign contributions to an area already covered by Federal
law, fund managers’ and investnent advisors’ donations to non-
State political entities. The fund managers and i nvestnent
advisors already nust abide by Federal canpaign contribution
| aws. Because the Federal canpaign contribution [aws pre-enpt

State law in this area, | cannot approve of such a provision.



Accordingly, | herewith

return Senate Bill No.

2430 and

reconmend that it be anended as foll ows:

Page 2, Title, Lines 2-3:

Page 2, Section 1, Line 24:

Page 2, Section 1, Lines 27-30:

Page 2, Section 1, Line 37:

Page 2, Section 1, Line 40:

Page 2, Section 1, Lines 41-45:

Page 3, Section 1, Lines 1-6:

Page 3, Section 1, Lines 31-34:

Attest:

Chri stopher S. Porrino
Chi ef Counsel to the Governor

Del et e “and concer ni ng
certain politica
contributions by noney
manager s”

Delete “January” and insert
“Mar ch”

Delete “. In addition to the
reports specified above and
in section 14 of P.L. 1950
c. 270 (C.52:18A-92), t he
council shall issue a report
by March 1 of each year on
the investnent activities”

After “year” insert “and a
summary of fees paid for the
i nvest nment of funds in
comodities, hedge funds,
private equity, real estate,
bonds, equities, or any other
asset cl ass”

Del et e “In addi ti on, t he
council shall issue a”

Delete in their entirety
Delete in their entirety
Delete in their entirety

Respectful ly,

Chris Christie
Gover nor



