
Report 14-3
(5-30-14)

Legislative Report 14-3
May 30, 2014

Senate Budget Proposes Lower COLA

The Senate moved this week to adopt changes to the state budget for 2014-15. The full Senate 
Appropriations Committee took up Senate Bill 744 on Thursday morning and moved the bill to the 
Senate floor by Thursday afternoon.  The goal is to adopt the Senate version of budget changes by 
Saturday morning and to move the bill to the House for consideration next week.

The Senate appropriations bill contains a lower COLA for retired teachers and state employees 
than was proposed by Governor McCrory.  The Senate has included a 0.8% COLA for state retirees 
effective July 1, 2014.  The Governor’s recommended budget amendments called for a 1.9% increase 
for retirees. 

Contact Your Members of the House!

As noted above, the budget bill is on the fast track and will be in the House next week.  There is a 
strong likelihood that the House can be convinced to provide a retiree COLA higher than the one 
approved by the Senate.  This is the time to contact your State Representative in the House and 
ask that they support the 1.9% COLA originally proposed by Gov. McCrory. There is $56.4 
million already available in the Reserve for Future Benefit Needs that was established last 
year by the General Assembly. This reserve would cover most of the $70 million needed to 
fund a 1.9% COLA.  Contact information for your General Assembly representatives are on the 
NCRGEA website:  www.ncrgea.com 

Bills Introduced This Week

Several bills of special interest to state and local government retirees were filed this week.  Two of 
these new proposals address greater transparency and accountability in the retirement system 
investment process. This has been an area of contention between the Department of State Treasurer and 
a group representing active state employees. Treasurer Cowell has written to all members of the House 
to explain her support for House Bill 1209 and to express her opposition to House Bill 1237.  (A 
copy of the State Treasurer’s letter is attached at the end of this report.) The two bills are 
outlined below.

House Bill 1209: Retirement Investment Accountability 
(Primary Sponsors – Representatives Dollar, Collins, and S. Ross)

http://www.ncrgea.com/


 

This bill would implement several of the recommendations of the Investment Fiduciary Management 
Commission that were issued last month. The most important provisions of HB 1209 include the 
following:

  • The State Treasurer is required to have an annual audit of the retirement systems’ investments 
     that will be performed by a commercial independent third-party audit firm that will include financial 
     statements and evaluations of the Retirement Systems’ risk and returns, management fees, and
     incentives paid compared to peer group benchmarks. These annual audits will be presented to the
     General Assembly.

  • At least once every four years, the Treasurer will hire an independent firm to evaluate the 
    governance, operations, and investment practices of the State Treasurer. These performance 
    reviews will be provided to the General Assembly.

  • The Treasurer will be required to file a comprehensive annual report to the General Assembly of all
     fees paid to external investment managers and the performance of these outside firms.

  • The public records requirements that cover retirement system investments are broadened to cover
    all agreements with external investment management firms including fees paid to these firms. These
    requirements also apply to certain non public records 10 years after the termination of investments.
    All non public records pertaining to investments shall be available to the General Assembly and the
    State Auditor.

HB 1209 has been referred to the House Committee on State Personnel.

 
House Bill 1237: Retirement Investment Transparency  
(Primary Sponsors – Representatives Setzer, T. Moore, Johnson, and Moffitt)

This bill requires the State Treasurer to collect and maintain as public records all information pertaining 
to agreement with external investment managers. This information includes direct and indirect fees 
paid, all documents related to investments, and the performance of the external managers.

HB 1237 has been referred to the House Committee on State Personnel

Following is a letter sent to the members of the NC House of Representatives by State Treasurer Janet 
Cowell stating her position on two bills introduces in the House this week.

NORTH CAROLINA

OFFICE OF THE TREASURER JANET COWELL, TREASURER

Dear Representative:

You are being asked to consider two very important pieces of legislation related to investments managed 
by the State Treasurer on behalf of the North Carolina Retirement Systems (“NCRS”). House bill 1209 
is called “Retirement Investment Accountability” and House bill 1237 is called “Retirement Investment 
Transparency.”  The two bills share similar titles, but the consequences could not be more different.



 

The Department of State Treasurer is committed to protecting and growing the NCRS pension fund 
for the benefit of retirees and those retiring well into the future. We are also committed to increasing 
transparency and codifying Treasurer Cowell’s reforms implemented since 2009. The Department 
supports House bill 1209, the “Retirement Investment Accountability” act, which would ensure 
transparency and accountability in our investment operations over the long term while protecting the 
integrity of the contracts we have signed with our private-sector partners.

This bill is the product of an independent study commission called by Treasurer Cowell that included 
nationally recognized investment professionals and four members of the General Assembly: Senators 
Hise and McKissick and Representatives Dollar and Glazier.  

House bill 1209 would do the following:

  • Enhance the State’s existing audit by requiring financial statements, audited by a commercial 
    indpendent third party firm for the Retirement Systems investment program. This audit will result in
    an independent public report reviewing valuations, compliance, policies, performance, and costs
    specific to the investment operation, including comparisons to benchmarks and peer pension operations.

  • Require that the Treasurer engage an independent performance review of the state’s investment
    practices every four years, matching Department practice since 2009.

  • Expand and modernize reporting for each Retirement Systems external investment to the General
    Assembly and public. Parts of this bill go further in reporting requirements than almost any other 
   state.

  • Clarify public records laws pertaining to the investment program. The bill places a sunset on the 
    confidentiality of investment contracts, while making all information in them available to the General 
    Assembly and the State Auditor at any time, even if that information is not public record. This
    important provision will provide transparency and accountability for active contracts while
    maintaining the integrity of proprietary and confidential private-sector information.

  • Provide additional resource flexibility, including greater ability to determine the size of the State’s
    investment staff consistent with the Treasurer’s fiduciary duties to the trust funds.

The Department opposes House bill 1237.  That bill, under the guise of improving transparency in our 
State’s investments, has language which states that all documents related to these investments shall 
be maintained as a public record and “not considered a trade secret under G.S. 132-1.2(1). The act is 
effective July 1.  This bill, though well intended, would make contracts and the documents we use to 
evaluate and monitor the activities of investment managers public record.  These documents contain 
proprietary and confidential information such as:

  • ldentifying information and communications between the Department and other private individual
    and institutional investor clients.

  • Detailed financials and forward-looking business strategies of private companies.

  • Potentially material non-public information regarding companies with publicly-traded securities.

  • Consultants’ evaluations of investment managers’ employees, strategies and tactics, business
    partners, banks, and individual ongoing investments.



This bill would create great harm to our State’s investment program and private-sector parties we do 
business with for the following reasons:

• Should the Treasurer attempt to be responsive to public records requests, investment managers
   would be compelled to protect the interests of their investors and investments. Our current
   counterparties to these contracts could activate clauses claiming damages, seek injunctions, and/or
   sever relationships.

• The consequence of the latter in private equity and private real estate funds is severe in the
  event the Department becomes a defaulting limited partner and can result in forfeiture of profits, 
  penalties, and surrender of various rights. 

• Because there are significant legal and constitutional questions about the legislation related to the
  impairment of investment contracts that are already in existence, we expect significant ongoing
  legal costs would be borne by the Retirement Systems.

• We would not be able to do business in the future with most of our current private market/alternative
   investment managers. Few if any such investment managers would work with us knowing that
   sensitive or proprietary and confidential information related to their other clients and investments
   was not clearly protected. Our private market/alternative investment programs would be “dead in
   the water” and we would be required to invest in only publicly-traded bonds and stocks.

• Some advocates of House bill 1237 have also proposed that the NCRS invest in a 65% stock index 
  and 35% bond index portfolio and eliminate any use of private market/alternative investments. Over
  time, the actual NCRS strategy has produced higher returns after fees and lower risk.   Better 
  performance translates into lower State contributions into the NCRS. Buck Consultants estimates the
  NCRS strategy will save the State $1.7 billion in future contributions compared to a 65% stock index
  and 35% bond index portfolio (i.e., present value of contributions over 30 years, discounted by
  inflation) for TSERS alone.

For the benefit of the members of the state retirement system, the Departments asks that you support 
House bill 1209, which increases accountability and transparency while protecting the integrity and 
quality of our nationally recognized pension and investment systems. The Department asks that you 
not support House bill 1237, which would undermine the entire retirement system and create large 
losses.

Department staff is ready to meet with you to discuss any questions you might have about these bills 
or the pension investment program.


