NORTH CAROLINA

OFFICE OF THE TREASURER JANET COWELL, TREASURER

May 12, 2014

Speaker Thom Tillis President Pro Tempore Phil Berger
North Carolina House of Representatives North Carolina Senate

16 West Jones Street, Room 2304 16 West Jones Street, Room 2008
Raleigh, North Carolina 27601-1096 Raleigh, North Carolina 27601-2808

Dear Senator Berger and Speaker Tillis:

Enclosed with this letter is the final report of the Investment Fiduciary Governance
Commission. Though our pension fund is one of the nation's strongest, and our investments have
performed well, the basic investment governance structure for our State has not changed since
1979. Since that time, the world of investments has grown much more complex. When I formed
the Commuission, I asked the members to independently evaluate whether governance
improvements should be made to North Carolina’s pension investment program. The Commission
consisted of eleven prominent legislators, industry experts, and Retirement System members.

The Commission has generated extraordinarily practical, thoughtful, and detailed work. On
one important issue, whether North Carolina should move to a board structure for investment
governance, the Commission was split. Based on 1nitial feedback from legislators, legislation
concerning a potential board will likely need to wait until the 2015 Long Session. On this issue, 1
hope the Commission's majority and minority reports can serve as a framework for discussion
about whether the State should make this fundamental change.

Although Commission members differed on some issues, they reached unanimous consensus
on four key points. In the 2014 Short Session, I look forward to working actively with the General
Assembly to develop and pass laws enacting these unanimous Commission recommendations:

e Enhancing the State's existing audit by requiring financial statements, audited by a
commercial independent third-party firm, for the Retirement Systems investment program

e A requirement that the Treasurer commission an independent performance review of the
state's investment practices every four years, matching our Department's practice since
2009

¢ TExpanded and modernized reporting for each Retirement Systems external investment, and
clarification of public records laws pertaining to the investment program

e Additional resource flexibility, including greater ability to determine the size of the State's
investment staff consistent with my fiduciary duties to the trust funds
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These four unanimous Commission recommendations, when enacted into law, will be a significant
step forward for the governance of our retirement investments.

Throughout the project, the members of the Commission took the initiative. They not only
examined improvements to our existing system, but also visualized what kind of governance
structure they would create if asked to build a new system from scratch today, in an increasingly
complex world. The majority and minority reports take two different approaches to these
foundational issues.

I look forward to working with you, during the upcoming Short Session, on the Commission's
consensus recommendations, and I look forward to an active and vigorous discussion, prior to the
2015 Long Session, on further statutory changes that strengthen the governance of our retirement
investments for the long term.

Sincerely,

net Cowell
" North Carolina State Treasurer

ec: Pat McCrory, Governor
Rep. Nelson Dollar
Rep. Rick Glazier
Sen. Ralph Hise
Sen. Floyd McKissick
Beth Wood, State Auditor
Roy Cooper, Attorney General
Linda Combs, State Controller
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