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" ASSEMBLYMAN WAYNE R. BRYANT (Chairman): Good morning. This
‘q.is, a hearxng of ‘the Assembly Transportatlon and Communlcatlons :

Commlttee to deal with contracts of the New Jersey Transportatlon Trust”.

Fund Authorlty.v ~ As you can see,‘ we' have three _members present:

"iiAssemblyman Markert, Assemblyman Foy, and myself, the Chairman. We

5f 'ﬁill be asking a series of'questions regarding the Trust Fund{ 1 onldvl

':fask that 1f anyone would 11ke to hold a conversatlon, please do so
*'toutsxde the room so we can hear the speakers -and glve them proper
respect. Any questlons during the ‘public hearing should be directed

*’1,fdthrough the chair, not to any ‘other -member.

, We understand the bonds were sold yesterday, S0 that might
L give some clarity to the hearing. Our first speaker will he the State

- Treasurer, because 1 understand he has some business to attend to this

Z;Zmornlng <- not that the Commissioner of Transportatlon doesn't. 1 know

f}he is also busy, but in deference, Comm1831oner Sheridan, we are going -
to ask the Treasurer to testify first. Commissioner Horn7 ’

~ COMMISSIONER MICHAEL M. HORN: Thank you, Mr. Chairman.

- first?

: ASSEMBLYMAN 'BRYANTz Would you "like to make a 'statement

: COMMISSIDNER HORN: Yes, 1 th1nk that is a good 1dea. Since

“Y?thls Commlttee “has. been so 1nt1mately involved 1n the program from its

- _1ncept10n, you probably should be the first to know -- 1 think you are

U the first to know -- that we sold our first bond issue this week. It

" was in the form of a $61,270,000 offering, maturing serially from 1985

through 1994 that 1s, we spread the bonds out from one year through 10

'TV_jyears.

_ I am dellghted to announce that the result of that sale

’”ifbxceeded our best expectatlons in many, many ways, and it more than

bz'"_vindlcated the fmancmg approach whlch we. have taken over the last ‘

| fg-several months.

_ _ Flrst and most 1mportantly, the net :interest cost of the
;'issuegwas 7.6%; that is, the average cost of the $61 million offering

utg7kas;'7,6%; If you have been ,following GO bond issues and other.

ﬂﬂ Authority bond issues, that is absolutely super. It happens to be the.v
5,lowest cost of money realized by any New Jersey. borrow1ng entlty 1n

many many years since rates started to skyrocket several years ago.




"1 am, in part, responsible for the fact that -- and I know
this is close to all of your hearts -- the Authority's bonds werefrated
double A-plus by Standard and Moody's, which is as high as you can get
below triple A. Triple A, of course, is an impossible fating for an
Authority. The Authority's bonds were rated double A by Moody, so one .’
© of the agencies went double A-plus, and the other went double A.

’ Interestingly'enough,vothhe'same day, New Hampshire's double
A-reted general'obligation bonds were sold, and we beat their interest
rate by aboutjone—fifth of a percentage point onnthe average.

| The good news is, we had a terrific public'offering It is
going to be written up in one of the maJor Wall Street bond-issuing
_ newspapers -- The Bond Buyer's Credit Markets. It is the deal of the
week. I think the entire Leglslature ought to be delighted that we not
only d1d what we expected to do when the program- was first proposed to
~ you, but we also exceeded it in terms of rating and in terms of result.
| ASSEMBLYMAN BRYANT: Can you tell me who the senior manager
of the bond issue was? . L o '
COMWISSIONER HORN:  The senipr manager was Bear, Stearns. &
Cpmpany, which as you know, was involved in the genesis of the program.
ASSEMBLYMAN BRYANT: What did their activities entail?
COMMISSIONER HORN: Their activities entailed a good number
of thiﬁgs. I'1] list some of them. I'm sureilfll leave some out, but

1'11 list as many as I can.
I think the major act1v1t1es they did were:
~ Number one, they structured the form of the transaction.
When the Commissioner of Transportation and the Authorlty said they

. wanted to raise some money because we were making commitments to carry

out the transportation program, there were lots of ways to do it.

You can issue 10-year bonds; you can issue serial bonds, as
we did; er, you can issue a variety of structures. They help us to
structufe the ambunte in the years they are issued. They aleb help us.
work out what will be pledged for the bonds. I think one of their most
important functions is that they work with the rating agencies to
obtain the ratings. They are in constant touch with the rating
agencies. Then, as in this offering, they garner the interest of Wall



Street, andbthey~diecuss with us7the‘selection‘ofveo-managers and other
:d‘members of the syndioate -- I will get into that in a ninute -- so that
| there is a market ‘which is. partlcularly 1mportant when you have a new j»
| issue from a new: authonty. We don't have a- track record. - We were'
never: guaranteed double A, but we always felt ‘that double A was
j'_1mportant. _ ‘ » o ;
t ' Ttey also work Nlth the- bond counsel.. They structure thev
_ members of the syndlcate, as we call. 1t, and there are over 80 flrms in:
v‘,,the _Syndlcate. They 1ntroduce the issue to ,Wall Street, and they
‘negotiate the interest rate on our behalf;"we’aere on the phone, 1
‘ “‘guess, three or four times a day dur1ng the past week rev1ew1ng what
the market interest rate mlght be for thls issue. L ‘
) A lot of their work is still left to be done, that is, in -
faot, buylng the-bonds.( The senior manager and the co-managers give us
j 'a,check for the:bOnds.‘ Assumlng they are- eold, they. then dlstrlbute
them through. the:VUnderwr1t1ng ’syndzcate.d_ Yhere ‘is always

“frp0831b111ty, partlcularly if rates change, of the bonds ‘not selllng.
‘ ’f'Interest rates are made on the ‘day we make the deal._ If interest rates

-~ .were to go up again, they would have 8 hard time selllng those bonds atr”v5~

~ par, and they would end up owning the bonds. - Se, part of thelr-
~ compensation, of ‘course, - 15_ for _taklngyfthe vr1ek of» the bonds not

‘di-se111ng in the market.

They also do what is called "run the books."'nIhey do the
bookkeeplng until the matter is turned over to a trustee. ‘ )
- You haven't asked the questlon, but. you should know that in

! ,addltlon to Bear Stearns, there are five sen1or co-managers' Bev1ll,

Bresler & Schulman; Drexel Burnham Lambert Dlllon, Read & Company,
Ryan Beck & Company; and, Palne Hebber, Inc. If you want more detalls
'about those firms, I would be happy to give them to you. : o
' At my 1n51stence, by the way -- and, thls was not part of the '
l' orlglnal proposal by Bear Stearns -- about 10 days ago, I urged that an
ﬁi_underwrltlng syndicate be formed. As,you often see tombstone ads in
' the'newspapers, they show the senior nanager,bthe co-managers;'and in
mOSt.caees, there is an underwriting syndicate of'anywhere»from one to'
; 100 firms, which is also involved in the distribution of the bonds. 1




felt it was very important with respect to future issues of this

'Authority, that we involve as many firms as possible in the syndicate
so that future issues by the Transportation Trust Fund Authority will

have a track record with these other firms. They will have experience

in dealing with them, and tney will know about the Authority.

- So, at my :equeét --'although I didn't give them a number, I

 asked for a substantial number, and I would have been satisfied with 10
or 15 other firms -- 80 firms were included in the syndicate. When you
- see the tombétone ad, you'll see, in addition to‘Bear.Stearns and the
five co-managers, approximately 80 firms.

I might also add, and again, this was at my 1n91stence -1

"was de11ghted ‘to do it -- that two minority investment banklng firms,

Daniels & Bell of New York, and Pryor, Govan, & Counts of Philadelphia,.

were included in the underwriting syndicate. This has never been done
before in the State of New Jersey.. We have broken new ground, and I am
~proud to have done that. ' '

’ ‘ I have gone beyond your question, but I thought you should
. see the blg picture. :

_  ASSEMBLYMAN BRYANT:  You also expressed that Bear Stearns
was involved from the beginning. .Were they hired as a consultant?

COMMISSIONER HORN: No, Bear Stearns was hired solely as the

senior manoging underwriter for this issue. It is not uncommon . for
investment bankers -- in fact, it is almost a continuing thing; they do
it constantly -- to volunteer their services when new programs are
being considered in order to help structure legislation, to help
ustructure'the'composition of an authority; and to brainstorm how ‘the
‘authority or state govermment can issue the bonds. |
Although Bear Stearns was, in fact, involved early on in the
game -- I think you know that -- in addition, other underwriting
firms were involved. Bear Stearns was not the only ~one involved. 1
_know Merrill Lynch had heavy involvement uhén the program was first
announced, andtthey prepared a good deal of written material, some of
“which 1 believe you have. ' ’
So, no, Bear Stearns was not hlred as a consultant Théy

volunteered those services, along with other underwriting companles




-+ .going. - -

: o ASSEMBLYMAN BRYANT: Was this from the inception of the Trust
"Fund Authority? : DR ,

‘ ' COMMISSIONER HORN No, what I was referring:to-A»'By the
. ‘way, we have hired a consultant.**l‘m glad you asked that question. o
, ASSEMBLYMAN BRYANT: I'm talklng about prior to the Authorlty

coming 1nto exlstence when the ‘legislation was being. developed

COMMISSIONER HDRN “No 1nvestment banker was hired as the
‘ consultant;'they volunteered the1r services to help get the program

: ASSEMBLYMAN BRYANT-v Okay.A Can you g1ve me an idea what the -
j,'fee to Bear Stearns is frof this sale° ' ' . o :
. | COMMISSIONER HORN:  The fee that is paid to a senior
‘}underwrlter and a group of co-managers is comprlsed of four items. It
is 1mportant that we dlStlﬂgUlSh between the four of them. Pardon me,
df1t is a short questlon, but it requ1res a lengthy answer . '

There are four 1tems that are 1nvolved in compensatlon to

K underwrlters, and they -are as follows'<"

Flrst of all, there 1s a. selllng commlsSLOn. This is often
:_ereferred to as a "take-down," and thls is the, 31ngle largest component
'L of what we call the "spread," that 1s, the face value of the bonds.
'versus what we actually receive. The teke-down is paid as the
comm1531on for the underwriting syndlcate s sales - organlzatlons for
:°jthe1r efforts in selling the bonds.  The takefdown var1es considerably
with'different bond issues depending upon the maturity of the bonds,

‘i;7ﬁthe 31ze of the 1ssue, the type of the 1ssue, the nature of the credit
- behlnd the bonds, and the stability of the credlt market, all of whlch'

affect the acceptance of the bonds in the market. “The: take-down'
leusually increases as maturlty lengthens. Because our matur1t1es were
t:somewhat less here than you might normally see with GO bonds, we were
~‘able to negotlate a smaller take-down. That 'is one item.

Another thing is called "the net to underwr1ters " This is

" the compensatzon to the members of the underwriting syndlcate, and

' again, ~we are talklng about the entire syndlcate, for the - ‘Tisk
. associated with the commitment of their capital to underwrite the
» ’bonds. This relates»to what I said before about the fact that they buy




,the bonds from us,‘regardless‘of whether or not they can sell them;
Nhether or not they can sell them very often depends on what happens in
the marketplace once we get our money. v

The third item is expenses. These are out-of-pocket .
disbursements made by the underwriters for expenses incurred during’the"’
_financing, _ These include, for example, underwriters' counselv fees,
interest expenses, and bond clearance costs. = Other expenses arev'
‘computer’ costs, travel, advertising of tombstones, and things like
that. 1 might add that with reepect‘to advertising, because of our
confidence in the acceptance of_these bonde_on'well Street,»we have
”e'restricted'ﬂear Stearns in the amount of advertising. We have limited
,them, I think, to two newspapers in order to keep that expense down.

Finally, there is a management fee. This is the area that
- you are most concerned about. Ihe management fee is a payment to the
managing underwriters in recognition of the expertise in finance and
marketing skills employed in the development and implementation of the
finance program, and the degree of commitment of time and effort.
iMerket conditiens have ‘little effect on this. This is something we
“negotiate, but it generally gets smaller as the size of the issue
increases. This is because it is done on a per-bond basis, or a
per-thdusend dollar basis. In this particular case, the fee which we
negotiated w1th Bear Stearns and the syndicate was $3.50 per bond,
which we find to be roughly about average as we compare it to other
bond issues. ‘ ‘ ‘

1 guess 1 should‘also‘add that because of a transition going
- on ih the Treasurer s office now, and because of our wanting to see
that the expenses. of this issue were kept within reason and. would-
'compare favorably  to get the best deal - for the taxpayers, the
"Department of the Treasury has hired, as is becoming more customarybin
the trade today, a financial advisor. We hired Goldman Beale
Asseciates, and they have done a terrific job in helping us to
negotiate with Bear Stearns on the four components of the fees. They
have also glven us advice on interest rates. _

The interest rates in a negotiated sale are something which
are-- It is negotlated, and that is one of the advantages of a

negotiated sale.



So, we negotiated the fees with Bear Stearns In fact, Dave7 '

' Beale, of Goldman Beale, did a good bit of the negotlatlng hlmself. “We -

found . that the costs of ‘issuance, 1nclud1ng the underwrlters fees,.
were low for an agency issuing its bonds for the flrst time. The

41r<underwr1ters discount, which is allocated among all 86 members of the

| underwriting - group accordlng to sales act1v1t1es, was held to $16.12

o per bond. When we went before this" Commlttee, we had estimated that it

would be approxlmately $17.50 per bond, so we have been able to cut
- that down to $16.12. IEEEC | e
B ~ ASSEMBLYMAN BRYANT: Is that sn add-on to the other four you
 gave'me? . S o
~ COMMISSIONER HORN:  No, thst is one of the four. That would

" have been the second--_

ASSEMBLYMAN BRYANT (interrunting). Is that the net to the
_,vunderwrlters° , o | | L
| COMMISSIONER JHN P. SHERIDAN- . (speaklng from audlence) Mr.:
3j§fCha1rman, 1f 1 may, I th1nk the $16 12 represents all four components
~_added together. : - . L ’ '
CDMMISSIONER HORN: Is that what it is?
- COMMISSIONER SHERIDAN Yes. -
COMMISSIONER HORN: Okay. B |
ASSEMBLYMAN BRYANT: I don' t want to become confused, 80 . you
are golng to have to break this down. You have to understand that 1
~ don't understand any of this. ' S
|  ASSEMBLYMAN MARKERT: - Mr.’ Chalrman, it mlght be adv1sable if .
we could have the Commissioner of Transportation at the witness table.
also. - In that way, we won 't have to try to get answers from the
i-vaudienee. If he knows some of the facts that we-- ‘ .
_ ' ASSEMBL YMAN BRYANT' (1nterrupt1ng) “Well, . rlght now, thls
deals wlth the. Treasurer s Department, and 1 want to speak to the
Treasurer at this Juncture. [ | | |
'COMMISSIONER HORN: I'll stand corrected on that; $16.12 is

;tthe total of ‘all four components. That is rlght, it is the cost oft"

issuance. T : . : - :
ASSEMBLYMAN BRYANT' That is the cost of .1.ssuance‘7
COMMISSIONER HORN: - Yes, $16 12 per bond.




} ASSEMBLYMAN BRYANT : Okay. What is the fee that is paid to
Bear Stearns? You told me $3.50 per bond. I doh't‘know what‘that
translates into. What is the total cost of the ménagement fee, and who
gets it? v R » | ' . ‘ .
N COMMISSIONER HORN: Well, I guess if we came back in maybe
“two weeks, 1 could break it down per dollar pef participant.  But,

since we are in the middle of it now, I can't give you.the total.

| The management fee doesn't only go to Bear Stearns; it goes
to the other five, as well. They end up spllttlng it up in accordancev,
“with their own arrangements with each other. We don't‘get‘involved
~ with that, so I can't give you-- - ' |

ASSEMBLYMAN BRYANT: (1nterrupting)‘ You are'telling me that
we have no knowledge of what-- ‘

COMMISSIONER HORN: (cont1nu1ng) --that at this point. ' We
'negotiate;the,total and the nqmbers,-such as $3.50 per bond on the one
item. We say, "We'll allow you "x"-- There are negotiations. - They
- say, "TheSe'are what we‘think‘the expenses are." Thenewe‘say, "All
right, this, thls, and this we agree with. We want”you'to'cut down‘on
‘advertising." _ e R
ASSEMBLYMAN BRYANt: What does $3.50 per bond equal?

: COMMISSIONER HORN: I might have that; let me look. It is
;63,000 times $3.50, whatever that is. It is roughly. $220,000.
ASSEMBLYMAN FOY: Is there a management fee?

ASSEMBLYMAN BRYANT: What is the mahégement fee? You told me
yithat this is divided among five - people, and we have no knowledge of
that. Are the negotiations only done w1th the senlor manager or with -
all of them? ,

COMMISSIUNER HORN: We only deal with the senior manager.

ASSEMBLYMAN BRYANT‘ So, in negotlatlons, you don t deal with
- the co-managers. ’

‘ COMMISSIONER HORN: - We only deal w1th the senior manager

'vuntll negotlatlons are completed v

» ASSEMBLYMAN BRYANT' So, in essence, this fee is pald to Bear

‘Stearns. | | |
" COMMISSIONER HORN: 1 beg your pardon?



5 ~ASSEMBLYMAN BRYANT: This fee is paid to Bear Stearns. Since

. you hare'noiinvolrement with the other contractors, then Bear Stearns
’:'éjgets all of this. Now, what they d1v1de up is somethlng dlfferent
- COMMISSIONER HORN: Yes, but there are gu1dellnes ,

;. CUMMISSIUNER SHERIDAN (speaklng from audience) .1 can shed
“-;'some llght on that with 1nformat10n that the Treasurer may not be aware f
ii{of;;.’- T i S 1- .1 : S S

ASSEMBLYMAN MARKERT-' May I ask aga1n, Mr.-Chalrman, 1f we
‘_5ftcould have the Comm1331oner give us that 1nformat10n by JOlnlng us at:l
—:Th}ithe tab1e7 T v ’ _ v

| ASSEMBLYMAN BRYANT: Well Nhat I am trylng to flgure out 1s, S
"‘-;:who negotlates ‘this? Does your offlce negotlate it? v ‘
" CDMMISSIDNER HORN The Author1ty negot1ates 1t., _ o
:  ASSEMBLYMAN  BRYANT: yyOr,' does - the :Commlssiener_l'of‘
“;"Transportatlon negotiate it? - = S o : e ‘,‘, 5;»v;" ’_i
©° . COMMISSIONER HORN: We both do. We are both members of the
) %ﬂAuthorlty.~ We d1d, in fact, negdtiate it, in most bases;etogether;

‘f}because we are full-tlme State employees.-. Although there are five

"‘;?:1nt1mately in these negotlatlons, and they were. kept 1nformed ae to howhv
o the negot1at10ns went. But, the people who actually negot1ated ‘were
3“Comm1881oner Sheridan and myself. There were some meetings ' that -

f%perhaps I d1dn t attend, but the CommlSSloner was there

°‘Qmembers on the Authorlty-— ~ Some of the members part1c1pated veryf~‘*"

Agaln, I think we can more clearly give you the answers you ‘h

o f-want if you would allow him to sit up here Maybe he can help wlth.
o answers that 1 don't have &t my fingertips. - , FRA—
_b ASSEMBLYMAN BRYANT. Okay. Let me ask another questzon. th
BN controls ity the Treasurer's Department7 . ' SR i

S COMMISSIDNER 'HORN: The Author1ty. : S :
, _ ASSEMBLYMAN BRYANT Okay, 80 you have nothlng to do w1th 1t L
'V*'under the legislation.’ R ' s ‘
| * COMMISSIONER HORN: No, I'm n the.Authority,. o
ASSEMBLYMAN < BRYANT:  Some of this goes through = the
‘vTreasurer s offlce, 1f I recell how the Authorlty s transactions take
place under the bill.. ’




COMMISSIONER HORN: Yes. The meney that gets appropriated by
the Legislature goes through the Treasurer's offlce, that is right.
ASSEMBL YMAN BRYANT Comm1351oner'7 v :
COMMISSIONER HORN: Commissioner Sheridan is the Chairﬁan of
1the Authorlty, and it is necessary that he be 1nt1mate1y involved.
ASSEMBLYMAN BRYANT: ~Okay. We are going to backtrack a
11ttle bit. Now, we have selling commissions, and that is the
take-down. We have the net to underwriters."There are'expenses and

_out-ofapocket_expenses to the‘underwriters‘fbr counsel . fees, travel;'

~computer time, etc. And, Qe have a managemeht fee. That totals four.

Are there only four fees? R . _

| COMMISSIONER SHERIDAN: There are only four elements of the
total what is described as, the "spread."
ASSEMBLYMAN BRYANT: Can we do it one element at @ time?
| Sellzng comm1331ons -- how much do they get? ‘
COMISSIONER SHERIDAN: ~ Sure. As I recall-- In the
~negotiations, I should tell you‘that the directeneQOtiator for us on
 this whole spread over the past few days was David Beale. He, along
with  Bill Strihger ~from the Treasurer's office, did the

miﬁute-by-minute negotiations. I was kept apprised of .that on a

half-hourly basis or an hourly basis.

' ASSEMBLYMAN BRYANT: That is Goldman Beale Assocxates7
COMMISSIONER SHERIDAN: Yes.' : ‘
ASSEMBLYMAN BRYANT: When were they hired?

COMMISSIONER SHERIDAN: Last'week}_
ASSEMBLYMAN BRYANT: How much do they get pai'd’7

- COMMISSIONER SHERIDAN: Ten thousand dollars.

- ASSEMBLYMAN BRYANT: Ten thousand dollars to negotxate’
COMMISSIONER SHERIDAN: Yes. : .
COMMISSIONER HORN: May 1 ampllfy on that, Mr. Cheirman?

They do more than just negotlate for and with us. They are also, I
think, one of the key elements. They advise us and make thelr own
independent surveys of the marketplace, so that when we negotlate along
with them and the underwriters to set the interest rate, we have
independent advice on the market. That is a very important component

of what Goldman Beale does for us.

10




‘ 3L a good Job?

'ASSEMBLYMAN BRYANT: Maybe you can explam that to me. That
Ji(ls one of the things you outllned as to why we hlred a senlor manager,
which was to negotiate the»;nterest-rate. I assume 1f I am h1r1ng him,
L'he is sooposed to be.working-in My interest' Now you are telllng me

_‘t'that I have to hxre someone to check up on h1m to make sure he is do1ng

. COMMISSIONER HORN: We need someone to-- | .
| ASSEMBLYMAN BRYANT: (interrupting) Who does he work for?
ijDoes he work for Wall Street 1n selllng the bonds, or. does he ~work for
‘us as the senior manager? . S SR |
'COMMISSIONER HORN: He works for-us.
ASSEMBLYMAN BRYANT. Then why do I need someone else to flnd

o*~out 1f he is negotlat1ng the best pr1ce7

CDMMISSIONER SHERIDAN: If 1 may, my reesonlng is that whlle_

A;jthey ere worklng for us and maklng recommendatlons to us, there is,

’}k‘vwlth any of these Wall Street firms, a d1rect financial “interest that
'-fEchey have in how the bonds .are prlced. It has always been the .case
’ ;'*j,that it is either someone in the Treasurer's office with expertlse, or:
.f*“one of these financial adviser firms like Goldman Beale. 1 know, for
. ,_;nstance, that they performed this samezrole_very recently for Camden

1_County, and the same role for'"the *Camden Municipal Utilities
_;'Authorify.' They recently "helped to negotlate with whomever the senior
iiflmanagers were on those spec1f1c arrangements down there. :
' ASSEMBLYMAN BRYANT: So, there is a relatlonshlp between what

’?:fvthe 1nterest rate will be and what the senlor underwrlter makes.

. COMMISSIONER SHERIDAN: I guess I would describe 1t as belng'
iia relatlvely 1nexpen31ve insurance policy to make sure that the Wall
. Street firms give us the very best arrangement possible for the‘

>eiﬁtaxpayers of New Jersey. ‘ .

ASSEMBLYMAN BRYANT Okay. Now, iet's- get baokn to the

~ “selling comm1331on, the take-down. o , IR

o COMMISSIONER SHERIDAN: The take-down was, I believe, $8.00

~ per bond. o -

| ASSEMBLYMAN  BRYANT: Okay, and that is $8.00 times 63

million? iu - ' , , IR o

| COMMISSIONER SHERIDAN: No, it is $1,000 pef bond.

1"




COMMISSIONER HORN: Seo, it is $63,000-some-odd dollars.
COMMISSIONER SHERIDAN: Now, you have to understand--
ASSEMBLYMAN BRYANT : (1nterrupt1ng) I would like to take a
,couple of m1nutes to get the flgures so I know what we are talking
- about. , :
.'ASSEMBLYMAN FOY: While we are waiting for the figures, may I
ask a couple of questions that don't requlre anyone to calculate?
ASSEMBLYMAN BRYANT: Sure. _ : :
~ ASSEMBLYMAN FOY: The first thing I want to ask about'are the
volunteers. In the formulation of the Authority -- in the
conceptualization of what we proposed to do‘e- while it was in its
embryonic stage, who were the volunteers? Were they the six who were

‘involved as the senior underwriters?
COMMISSIONER HORN: No.

ASSEMBLYMAN FOY: Okay. Who were the volunteers? That is a

good question for me to ask. v _ o
- COMMISSIONER SHERIDAN: It is hard to say when the Trust Fund

" conceptually came into being. ' o

ASSEMBLYMAN FOY: Well, Bear Stearns was a volunteer.

‘COMISSIONER ASHERIDAN. Yes, Bear Stearns was a volunteer.
Dillon, Read was a volunteer, and Merrill Lynch, to some extent, was
involved, at least in the meetings I attended. Uriginally, I would say
that it kind of evolved out of the infrastructure bank efforts that
wereAgoing on. These three firms were involved, I believe, even though

1 wasn'tedirectlyvinvolved at that time, in helping to. conceptualize
the infrastructure bank and to work on an infrastructure bank concept.

I was involved in some of those meetings when a transportation
component of the infrastructure bank was being considered.

‘When the infrastructure bank ran into-legislative difficulty,
"1 was working with Bear Stearns and Dillon, Read. I asked them
questions because 1 saw that they had some ideas which might be
appropriate for transportation. That is how'they became involved in
our conceptualization of the Transportation Trust Fund.

| ASSEMBLYMAN FOY: Okay. In the first group, the Treasurer

- mentioned Bevill, the Drexel .Burnham firm, Ryan Beck, and Paine
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Webber.‘vwefe eny of them invoIVed’on e.cthUItingebasie with either
© the infrastructure or the ultimate evolution of the Trust Fund?
| COMMISSIONER SHERIDAN As fanves I-know, only Dilloh, Read

! was 1nvolved

| ' ASSEMBLYMAN FOY Dlllon, Read and Bear Stearns So, ‘they
]’are the onIy volunteers who are part1c1pat1ng 1n the flrst 1ssue that

v;:,ls being underwr1tten7

COMMISSIONER SHERIDAN: Yes}, S o
ASSEMBLYMAN FOY: They are ~the only ones who are golng to
derlve an economic beneflttas a result of the l1terally hundreds of
 hours of t;me, 1 guess, thevanvested in consuItlng at one po;nt for
free. ‘ o i e o R | ;:
COMMISSIONER SHERIDAN Yes. They‘are the only ones who were
- involved early on who are stlll part1c1pants in the whole managlngf
group. 1 believe Merrlll Lynch is e partlcxpant in the syndlcate ‘ v
| ASSEMBLYMAN FOY: Okay. The Treasurer mentloned the expenses"

‘ffthat these various firms -- e1ther as the senior manager or the senior

'qunderwrlter -~ are 1nvolved in.  You mentloned bond counsel. Do you .
'; know who the bond counsel was for these var;ous f1rms7 Can we get.a;
© list of them? S S o o
’ COMMISSIONER SHERIDAN : Yes.A The underwriters' bond counsel
i con31sted of McCarter & Engllsh, a New Jersey firm, and Flnley, Kumble,

-Si.a New York firm.

| COMMISSIONER HORN: The bond cOunsel'was,MUdge Rose Guthrie

' :'Alexander & Ferdon. L | o

| " ASSEMBLYMAN BRYANT How were they. selected?

COMMISSIONER SHERIDAN: That was the underwrlters decxslon. :
, COMMISSIONER HORN He select bond counsel -- underwriters'

| counsel. | - o o o

COMMISSIONER SHERIDAN:  These 'are underwriters' counsel.

’They are selected-- L -

S ~ COMMISSIONER HORN _(interrupting) DMudge,'Rose_was'selectEd

" by the Authorlty S | | -

' ASSEMBLYMAN FOY:  Okay. . As an afterthought, one of  the

;4concerns I have is that we can t do a Iot about employing New Jersey -
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investment houses and things like that because most of them are located
in New ‘Ygrk. One thing wee can do is, we can be concerned about
employing New Jersey bond counsel. . ,

COMMISSIONER HORN: We can "do both. Two df' the six
- co-managers-- -Bevill, Bresler, & Schulman is a New Jersey outflt
This was a consc1ous decision on. my part in recommending that New
Jersey beklncluded. You'll notice that particularly Ryan Beck, which
- is the largest, is involvéd in an awful lot of'Authoritybfinancing and
agency financing. _

To pick up on your question-- ‘

ASSEMBLYMAN FOY: (interrupting) We have a lot of good bond
- counsel firms in New Jersey, and one of the concerns 1 have is that we
involve them as intimately as possible. o , ,

} ~ COMMISSIONER HORN: We do. Again, we have a whole fange of
financihg. 1 broke new ground when I, aé Treasurer, hired‘Kraft &
Hughes to do our last bond issue. In a good number of Housing and
Mortgage Financing Agency bond issues and others, we are bringing in
Clapp & Elsenberg and all the qualified EDAs, as well..

- ASSEMBLYMAN FOY: Does the Authorlty have its own consultlng
bond counsel? - | ; : ' '
COMMISSIONER HORN: For this deal we did; wé had Mudge Rose.
We are not committed to Mudge Rose in the future. We‘don't have a
continuing bond counsel. - ,
© ASSEMBLYMAN FOY: That is what I am concerned about -- having
someone advise you about everyone else. ' '
'COMMISSIONER HORN:  Christine Stelnberg from the Attorney
General's office is our counsel. ' ¥ a
ASSEMBLYMAN FOY: Okay. Do you have your own consulting
- financial - advisor on retainer to the Transportation Trust Fund
Authority -- someone on a day-to-day basis; someone like Beale, who you’
"~ have on a continual basis, to provide ongoing service andAadvice7
‘ COMMISSIONER SHERIDAN: We haven't made that decision yet.
ASSEMBLYMAN BRYANT: May I ask another question? '
 ASSEMBLYMAN FOY: Agaln, New Jersey first. '
ASSEMBLYMAN BRYANT: Do any of them, Beale or Bear Stearns,
get paid to be a consultant for the infrastructure?
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- COMMISSIONER SHERIDAN: No.. | o
| | ASSEMBLYMAN BRYANT:  Who. 1ega11y advised Adninistration
F';durlng the Trust Fund? | S ' o .
“ : COMMISSIONER SHERIDAN Mudge Rose Guthrle Alexander & Verdon .
'and the Attorney General's offlce ' . '
ASSEMBLYMAN FOY: It is through Dlxon s old law flrm
ASSEMBLYMAN BRYANT. They are the main counsel’
COMMISSIUNER SHERIDAN: ‘They were chosen by the Authorlty to

t@;:be ‘bond counsel for this transaction.

ASSEMBLYMAN FOY " That is all 1 wanted to ask at thls p01nt.
» ASSEMBLYMAN BRYANT. S Therefore, : we> have all this
7:;voluntarlsm, at least that 1s ‘my understandlng -- all these people

j:“,volunteermg.- Then, in some way, they seem t° pop back up and get.

lf:;rewarded for their voluntarlsm.,

e _ With' the selling commlss1on, we' have 1$8 00. 1 We jost
“calculated that.i It is $504,000. What is the net to the underwr1ters7

| COMMISSIONER SHERIDAN: One dollar.

ASSEMBLYMAN BRYANT: One dollar._ That is $63 000 then‘7 _

COMMISSIDNER SHERIDAN You understand, Mr. Chalrman, that -

“_that means the dollar goes to those people in the syndlcate - all 86

: ﬂ’flrms, not Bear Stearns. It ‘goes to the 86 fxrms on the basis of the

] number of bonds that they underwrite. ‘
'5" ASSEMBLYMAN BRYANT: That is rzght I understand.

COMMISSIONER SHERIDAN Okay. = The same thing 1s.true with
'the se111ng commission. - The selllng‘commisaion goes on-- B
| ASSEMBLYMAN BRYANT: (interrupting) On the percentage7of who
“.sold—-;_ S S S
_ ’ CDNMISSIDNER SHERIDAN. (continuing) ~=the basis of how many
"bonds a partlcular firm sold. - That is uhy the Treasurer told you
:*”before that it is not poss1ble to tell you now how much any partlculari‘

‘ firm got because while orders were taken, those order sales weren't.
final.  In fact,; while we were  very concerned “that there _nere :
aofficient orders fOrythe bonds, ne:were not concerned about who was
- buying them, except that it was reasonable for us to expect -- and we

~so advised Bear Stearns -- that if these people were involved in the
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underwriters' syndicate, tHey would get a‘sufficient number ef bohds

for their orders. . | : | '
’ ASSEMBLYMAN BRYANT: Okay. So far I have $11.50. Someone

gave me a figure of $16.12 total. o '
" COMMISSIONER SHERIDAN: ~ No, you should have--

ASSEMBLYMAN - BRYANT: (interrupting). I‘have $8.00 for the
selling cdmmission, $1.00 net for the underwriters, and $3.50 for the
. management fee. B | | _
' COMMISSIONER SHERIDAN: Right, and the balance repreéenfs
expenses. _ ' _ )

ASSEMBLYMAN BRYANT: The rest is expenses, so that is-- Do
you know what the expenses are? - : | , .

COMMISSIONER SHERIDAN: I don't know the exact amount. The
number I recall is $4.22, but whether or not that works out to exactly
$16.12, I don't know. S ,

; ASSEMBLYMAN BRYANT And, all of this money is divided. What
'does the senior manager get? ' ' ’ o |

COMMISSIONER SHERIDAN: This is the question yoO called me up
~ here to answer, but I haven't -as yet. The understanding with the
senior manager was that 50% of the management fee would go to.the
senior manager, and the femaining five co-managers would receive 10%
each for their efforts as part of the co-management group. _ '

ASSEMBLYMAN BRYANT: Is that divided equally among the f1ve7

COMMISSIONER SHERIDAN: They get 10% each.

ASSEMBLYMAN BRYANT: Does Bear Stearns also sell?

COMMISSIONER SHERIDAN: Sure. They have an opportunity?- -

ASSEMBLYMAN 'BRYANT: (interrupting) - They are part of the
selllng ‘commission? ' ‘ i i ’ .

COMMISSIONER SHERIDAN: - Yes, they have an opportunlty to sell
bbhds; ‘and the expenses go to cover expenses of the co-management
group.. . “ ‘ y

ASSEMBLYMAN BRYANT: = The expenses don't go to the
underwriters or to the syndicate? . B

COMMISSIONER SHERIDAN: = The expenses are, for. the most part,
as I understand them, eipenses of the co-managers.
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ASSEMBLYMAN BRYANT: Let me ask you a question about those

expenses. ‘Arévthey detailed to the Treasurer or to you? I mean, do we:

i verify all expenses?

COMMISSIONER HORN:  We will be signing-- This has been.

: aagreed to. We will be signing a contract with Bear.Stearns'if~we get
- authorizaticn fron the full Authority. He:nad a telephonic meeting
w1th the Authorlty yesterday, and thls was - all explelned to them.
There were questions asked and, as a matter of - fact, one of the members

o of the Authorlty was 1nvolved 1n negotlat1ons himself. We would be

happy to supply a copy of the contract with all the numbers fllled 1t

lt'f after it is signed. L

| ~ COMMISSIONER SF'IERIDAN . Regarding the expenses, the
jmanagement fee, the take-down,'and the net to the underwrlters, those

negot1at1ons were handled by Dave Beale, Nlth a lot of 3331stance and
7>‘adv1ce from Bruce Coe.. “You will recall that Bruce Coe is one of the
v ..publlc members app01nted to the Board. He has a lot of experlence in
:ufthls fleld, and he was formerly thh Wall Street. “He was ‘brought in by.‘
‘v;;’Governor Byrne to clean up the Houszng Mortgage Flnance Agency about

| five years - ago when they " were hav1ng great d1ff1culty. He is very B

. experlenced in this field. Before that. he was Chairman of the_Capltal :

‘»'Needs and Budget Commission.

Yesterday ‘at our meetlng in the Executlve Se851on, ‘we were

’edv1sed by Dave Beale that these fees were reasonable and sensible. He
advised us =--=,and this was concurred by Mr. Coe -- that .we were very

‘_”well=served. - He - adv1sed us that the Authorlty had been very

.~ well-served by 1ts underwrlters, and part1cu1ar1y, the senior manager

o on thxs financing.

’ We feel that we have rece1ved an excellent negotzatlon.‘gl
. bel1eve the fee we pay to Goldman, Beale is well-deserved. I think in

t1»»those negot;atlons they have probably saved us much,»much more than we

paid them -- 'maybe' even .as much 'ae> $100;000 or more in the
‘ negotxatlons.’ | _ : o

_ Part of the adv1ce they gave us was when we should to go to
- marketl The scale on these bcnds was reduced twice within a period of

ra day in terme_of the interest rate, so we wound up with 4.75% interest
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on what is called the "short end" -- the first-year serial bonds -- and |
a high of 8% on the long bonds, which were the 10-year bonds. As the
Treasurer mentioned, as far as the net interest rate is concerned, that
is just unbelievable compared to anythlng that has been done in New
Jersey during the past five years.

Not - only was the timing recommendation from the senior
manager excellent, but the job they did in working out the orders --
adjusting the scale downward twice within a day to meet an excess
~ demand for orders -- was a tremendous effort. Ve wound up with
: excellent financing. ‘

As a matter of fact, the negotlatlons over those two days,

because we were able to reduce the 1nterest costs and compared to what,-

.,igwe went to print with in the preliminary initial statement, which was

"1ssued in early January, the amount of bonds sold was reduced by $1.915
- million. So, we saved that amount. We wound up with the same net
_amount to the fund; we actually wound up reducing -- because of our’
t1m1ng in going to the market, and because of the interest scale we
were able to negotlate — $2 million in just a month. If you compare
‘that to what we presented to this Comm;ttee a year ago, we were talking -
about a true interest cost of 9.5%, and we are down somewhere in the
~seven's, so 2%-- : ' | : :
ASSEMBLYMAN BRYANT: (interrupting) But, that has something
. to do ﬁith the marketplace also. | v o _ ‘e
| ~ COMMISSIONER SHERIDAN: It has everything to _do with the
marketplace. 1 would tell you, Mr. Chairman, it also has to do with--
' ASSEMBLYMAN BRYANT:  (interrupting) I want to ask you a
couple of questions. : |
| COMMISSIONER SHERIDAN: (continuing) It also has to do
with-- _ : : o '
ASSEMBLYMAN  BRYANT: ‘(interrupting) Doesn't that have
something to do with having 10-year bonds instead of 30-year general
obligation bonds? Doesn't it also have something to do with having a
Constitutional Amendment where you have guarantees’
COMMISSIONER SHERIDAN, Yes, that is what 1 was going to
say. 1 was going to tell you.that I think some of the things the
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l Leglslature d1d at the end of the year helped very much to sure up this
_ progranm. Not only was the Constltutlonal Amendment somethlng that

" helped with the bonds, but in addltlon to that, I think the $600

’umllllon 11m1t on the amount of the bonds that could be 1ssued - the
‘cap -- was very good. The other th1ng that was a very good 31gnal to
3 send to’7Wall Street, which was the result of the work of the
f.;Approprlatlons Commlttee, was that they placed more money 1nto this
- fund than we or1glnally ‘talked about. ~ That was a very, very good
2s1gnal to send to the market. When you take that into - account, plus
“how healthy the economy has been in New Jersey <= our low unemployment

| ~rate, what is percelved ofi Wall Street as a very well-managed State

goyernment, and a very sensible approach. by both the Exeeutlve and .
 Legislative branches»of'running the“State government -- I think all of
{thoae th1ngs helped to play a major role. v o _ a
o ThlS was. one of the reasons we wound up gettlng the double
ﬂ hA-p1us and double A ratlngs. It was unheard of for any kind of bonds.
Dave Beal descnbed it to us as be1ng in e class by 1tself These'
;?bonds are rated hlgher than the general obllgatlon bonds of the vastd
JmaJor1ty of states in the United States. . R ,
_y New Hampshlre, which went to market yesterday, has a double A
‘rating. They paid 20 basis points, which is a fifth of one percent.
Over the life of a bond issue, - that can be llterally ‘hundreds of
thousands of dollars, if not m1111ons, more than thls Authorlty paid -
 for similar bonds.b' : : ‘ \
J A - ASSEMBLYMAN BRYANT: If my figureS»are somewhat'correct, we
~paid over a million dollars. o - o o , -t;
) ~ COMMISSIONER 'SHERIDAN: I th1nk the total amount wlll be
'r'omewhet'less. The total amount on the total bond sale for expenses, 1
‘~7th1nk, is somewhere in the $900 000 range. .
| COMMISSIONER HORN: It is $987,000. .
ASSEMBLYMAN FOY: Is that on a $61 million issue?

; 'COMMISSIONER HORN: Right. You have a comparlson w1th that.
;'I asked for a comparison myself. R _
ASSEMBLYMAN BRYANT: Let me ask a questlon because- maybe we
~ made some mistakes. I have a bottom- line figure of $16 12. If you

: multlply that by 63,000, you get-—
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COMMISSIONER SHERIDAN: No, it iéAnot’63,UUD; It isf6ﬁ,0005

ASSEMBLYMAN BRYANT: Oh, 61,000. Okay. »

COMMISSIONER HORN: That was my mistake. We originally went -
out ‘at 63,000. I'm sorry. : : ” '

© ASSEMBLYMAN BRYANT: That changes it.

, COMMISSIONER SHERIDAN - That is the $2 mllllon I was JUSt
talklng ‘to you about, Mr. Chairman. L

ASSEMBLYMAN MARKERT: It is nice to be ab1e to save a couple:
of mllllon dollars It doesn't happen too,often,in government.‘ _‘

ASSEMBLYMAN FOY: = When they were first talking about
take-downs, you know, I used to be a wrestler. It was always two_
points for a take-down. I was becoming a llttle nervous when 1 saw
ﬁthat we had take-down as part of the terminology. (laughter) .

COMMISSIONER SHERIDAN: I should tell you that as far as the
vtake-down is concerned $8.00 sounds hlgh But, for 1nstance, when we
- are talking about $16. 12 there are some dlfferences in the klnds of _
‘1ssues we are talking about. : , _ S

‘ Connectlcut went  to market two months ‘ago QitH a

transportatlon-bank they have been promoting.‘ Their total'expenees
weren't $16.00; their total expenses were $23.00. - The Turnpike
»Authbrity was $29.00. The Parkway was -- this is from memory --
- soﬁethihg like $26.00. But, we are in the $16.00 range. R
o " We told you when we came to Committee last year that we would
- be at $17 50, but we beat that by $1.50. I think you have to look long

and hard to find $16.12 for expenses in any kind of bond issue.
ASSEMBLYMAN BRYANT: I don't dlsagree that we received a good

f»rate. I am not sure‘it is exactly because of whom we had. I'm not
~ sure that other maJor bond companles couldn't have done the same thing
’based on how it was structured. _ S
COMMISSIONER SHERIDAN: _.That may bevpossible;‘but bear in
‘mind -- no pun intended =- that Bear Stearns helped very much to
structure this financing. They conceptualized' it'; they helped us draft
the legislation§ they helped us.think through how this would do in the
market ; they took us through the rating houses a year ago, at which
time we first introduced them to the whole concept; and then, once the
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blll was* passed they structured the f1nanc1ng Wlth the help of bond |
Ff'counsel and the other co-managers in a way that would produce a great
rate. : . _' o ; L ,
: - ASSEMBLYMAN 'BRYANT: Comm1351oner, since Mr. Foy ‘and I arev.r
'3_attorneys, doesn't that glve an appearance of belng a con1"lJ.ct'7 1
mean, it mlght be more from the publlc v1ew that those who do all of

tvthat ‘work should be pa1d for it and not be 1ncluded wlth the ones who‘,.f
‘ ”‘;actually reap the beneflts from thoae k1ndsf of sales. - In our’_‘

”'profe331on, we . deal a lot w1th an. appearance of a conflxct but not so-

fl much w;th whether or not it is an actual confllct. S

COMMISSIONER SHERIDAN » Mr. Chalrman, 1 con51der myself a
pretty hard nosed negotlator,' and 1 recommended Bear - Stearns, ‘notv'
because they had done other work, - but because they had done good work.
éilThey knew. thls financing inside out and up81de down. There were other

“}‘:people, as has been mentloned, who were heleUI in that process, but

 who we chose not to use. We chose not to use them to the extent that . :
. we used Bear Stearns. I recommended Bear Stearns because they had done

o the very best job, and they had done it well.

B ASSEMBLYMAN BRYANT ' The p01nt 1 want to make is th1s

e ASSume'uevdidiit'the other way. We hlred Mr. Goldman, and we thought.

/-there might be an appearance of a confllct., _ You could hire Bear .

o Stearns who knew it 1n31de out to do the same Job that Mr Goldman did, |

;‘.1f you had another 1nvestment banker, since Bear Stearns knew it 1n51de
aout. , ‘ T S
o COMMISSIONER'SHERlDANf No, you see, I-= = ,
, ASSEMBLYMAN BRYANT. (interrupting) They would still " be on
the ‘same ‘side. : S “‘,
COMMISSIONER SHERIDAN' ﬂe‘wereitalking about this justtthisv",
'mornlng, and 1 think it is an interesting pomt° Dne'of'the things
Tthat I th1nk these f1nanc1a1 adv1sora have carved out is an 1nterest1ng.p
' “nlche.v By f1nanc1al advxsors, I mean the Goldman Beales. Also, there
- are some other flrms around that ‘are  now startlng to do the aaae
;th1ng It is. an 1nterest1ng n1che they have carved out, and the raason‘
“'13 because they do not have the tles to other Wall Street flrms that
- are always doing bu31ness w1th each’ other. So, they have a kind of
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independence that one Wall Stfeet firm cannot have, in my opinion, with
another Wall Street firm -- not complete independence that gives them
~ the right,to.be7really hard-nosed, tough negotiators by knowing that
they are not going to be in a situation the folloning week where the
~ tables are turned and it is the other guy who is-doing the negotiation.

ASSEMBLYMAN BRYANT: Did we get any quotes from any other
bond counsel in handling this business? '

COMMISSIONER SHERIDAN: From other bond houses?

ASSEMBLYMAN BRYANT: Other managing firms.

COMMISSIONER SHERIDAN: No. |

ASSEMBLYMAN BRYANT: Investment:bankers?

COMMISSIONER SHERIDAN: * No. |

ASSEMBLYMAN BRYANT: Does the Authority'do that?

* COMMISSIONER SHERIDAN: As 1 understand it, treditionally

- .what happens is -- the Treasurer knows‘better than I do; maybe I should
let‘himvanswer this question -- the manager is selected, and then the
neg‘otiations are done at a point in time vhen you are ready to go to
- market. As I understand it, it is not possible to negotiate all of
these things in advance. There is so much tied to the market; there is
so much tied to-- For instance, a large portion of the expenses are
~ things  that are largely unknown at the time you start to put the
‘arrangement together S _ ; ‘

ASSEMBL YMAN ‘BRYANT: So, you are saying it is ‘an
impossibility for one to seek others to be a managef{ You can only
look at one firm to be a manager°
' COMMISSIONER SHERIDAN No, no, we could have looked at other
firms. If you '11 recall our negotiations at the end of the year, we
oioposed -- just like every other authority -- that this one be ellowed-
_ toenegotiate on every sale. Ffrom advice I have, I would tell you that
thet still is the best way to go. We wind up with much better
' financing. , ,
' We did negotiate a compromise though, and the comproﬁise was
that we would be allowed, as youvwill recall, to negotiate the first
transaction. After that, we would have to bid it. The reason we

wanted to do it on the first negotiation was because we had advice from
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» several firms that, partlcularly on a first transactlon where no one
~knows - the credit, where no one understands the legrslatlon very well,;

and it hasn t been “to market before, we would do much better on a

| f,negotlated basis.

~ You will recall that we' shared wrth you—- ‘ : ,
ASSEMBLYMAN BRYANT: (1nterrupt1ng) Commissioner, before you
; say I recall—-‘ One of the things I do recall because 1 was in those.
| negot1at10ns 1s --‘and, this is my understandlng -- that we would look

f*ﬁlyat 8 varlety of firms to do uhatever, even though it would be‘

- negotlated.. That is the questlon 1 am asklng.v : L ,
COMMISSIONER HORN:  Well, we have looked at a varlety of
flrms.' You ultrmately end” up with one solutlon " When - you say "look
'at," in my mlnd,‘I went-- : o L o
| © ASSEMBLYMAN BRYANT: (1nterrupt1ng) Well, 1'm hearing two
.. different answers, one 'is that you d1dn't ook at anyone else, and now -
- ryou are telling me you d1d. L "
'COMMISSIONER HDRN. ~ When 1 say "look at," we know from

."‘iexperlence -= 1 know .—- all the 1nvestment bankers, all the major

f‘ones._ John and I dlscussed 1t, and John felt strongly that no one knew

'fk_th1s program better than ‘Bear Stearns.v ~Thet is a good reason for

,naelectlng thenm. It helps you galn acceptance 1nto the marketplace uhen_
there is someone . there . who knows the program 1nsxde out, which is what;
Bear Stearns d1d. So, it is not that we just automatically settled on

" Bear Stearns, we ultlmately settled on Bear Stearns It wasn't  an
. automatrc situation. '

' COMMISSIONER SHERIDAN: Can 1 just make a point?  Mr.

. ‘:7, Chalrman, I know in those negotlatlons that we shared w1th the Speaker
Ul and you 8 ‘letter that Gary Stein received from Merrill ‘Lynch, whxch '

'clearly -spelled out why a negotrated arrangement was better. Let me
' ‘give you another copy. 1 have copies for the other aembers if they
‘would like thenm. Mc. Foy and Mr. Markert?
ASSEMBLYMAN FOY: Thank you.

~ ASSEMBLYMAN MARKERT: Thank you. : R
COMMISSIONER SHERIDAN: I guess the thing you ‘should
understand is that I didn't select Bear Stearns, llrecommended;them.
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We have a five-member 'Authority which has a representative who was .
appointed by the Pre51dent of the Senate and a .representative who was
vappointed by the Speaker of the Assembly, on recommendation from the -
Governor. We have an 1ndependent_pub11c member, and then we have the
'Treasurer and_myself. ‘We recommended Bear Stearns, and I'll tell you
_ right now, 1 recommended them strongly. I did that because 1 was
absolutely convinced in my own mind that their knowledge about this
transaction was going to very well serve everyone on the Authority and
~ the taxpayers of the State. That is why, after I discussed it with the
'Treasurer,,we made that recommendation. But, the five members of the
~Authority made the selection. | ' | .

ASSEMBLYMAN BRYANT: I understand that quite clearly.

- COMMISSIONER SHERIDAN: There are also-- . :

, ASSEMBLYMAN BRYANT: (interrupting) 1 am asking if the

Authorlty interviewed anyone else. SR ' :

COMMISSIONER SHERIDAN: No, they did not.

ASSEMBLYMAN BRYANT: So, a recommendation became the act.

CDMMISSIONER HORN:  They interviewed Bear Stearns. Bear

' V._;Stearns sat across the table from the entlre Authorlty and was

.e:questloned quite closely by other members of the Authority, as well.
ASSEMBLYMAN FOY: And, Bear Stearns came with the Chalrman of

~ the Authonty s recommendation.

COMMISSIONER SHERIDAN: Absolutely.

ASSEMBLYMAN FOY: Okesy. Bear Stearns was the one .who had
volunteered hundreds of hours of time in advance. 1Is that correct7

COMMISSIONER HORN: Along with others, right. ‘

ASSEMBLYMAN' FOY: In reality, this was a reward to Bear
Stearns for their efforts in advance in creatlng the Authorxty.

COMMISSIONER HORN Not true.

ASSEMBLYMAN FOY: The way 1 see the equation is, Bear Stearns
volunteered time, and Bear Stearns volunteered thousands of dollars in
contributions to the ﬁepublican party. Time plus money equals: Bear
Stearns gets paid a substantial ~amount of money by this Authority.
 Isn't that a fact? Aren't they the facts of what happened?

© COMMISSIONER HORN: Why wasn't Merrill Lynch made the senior
managing underwriter? ‘ ' h
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~ ASSEMBLYMAN FOY: I'don't know. |
 COMMISSIONER HORN: Mayhe’ they did the same thing.
ASSEMBLYMAN FOY: 1 don't know what their contrlbutlons' -

' 'vuwere.' I don't have their llst.

' v9_Stearns--"

COMMISSIONER HORN: I don't e1ther._
ASSEMBLYMAN FOvY: Hell, I do. o A . : o
ASSEMBLYMAN BRYANT. Accordlng to your own testlmony, Bear

_ COMMISSIONER SHERIDAN : (1nterrupt1ng) | Mt; Chalrman, 1
fireally resent the 1mp11cat10n that somehow campaign contrlbutlons had
‘someth1ng to do with my recommendatxon I never knew they made a
g contribution unt11 1 saw your article in- the paper, ‘and I never cared
if they did or didn't. C : o

ASSEMBLYMAN BRYANT Well, Mr.‘Comm1331oner, I am not saylng",‘_

‘t that you knew. There might be other people who-- ‘ , o
CONMISSIONER SHERIDAN 1 made the recommendation. .

. ASSEMBLYMAN - BRYANT' But, you made the recommendatlon as part
f of the Adm1n13trat10n., o R : , _ - :
_ COMMISSIONER SHERIDAN: I made the recommendatlon as Chaltman |
~of this Authorlty after I had worked w1th these people and saw how well
t'they performed for a number of months. ' S '

: “ASSEMBLYMAN FOY:  Well, why - did Bear Stearns‘ vdlunteer'
hundreds of hours of time -- free time -- us1ng thelr expertlse, thelr
}f‘etaff and their people if they weren't honorlng a time-old New Jersey
. “-tradition since the 1ncept10n of the casinos and bettzng on the "come7"
ATC They weren't d01ng ‘this out of the goodness of thelr heart . .

‘ COMMISSIONER SHERIDAN: ‘No, and 1 didn't. say they were.SSI

ha'would think that they did it on the assumptxon that if they per formed

X very well, they would have an excellent shot at thls, and if not this,
then they would have an excellent shot at something else.
. 'ASSEMBLYMAN FOY: And, their expectations were rewarded by
_receiving the contract. Isn't that correct? I
| COMMISSIONER SHERIDAN: whatever their expectatlons were, 1
”kdon't know, but I can tell you that my recommendatlon was based on the
tremendous job they .had done helping us during the - legislation and
s thelr knowledge of th1s program inside out and upside down.
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ASSEMBLYMAN FOY: And, you don't believe it had anythlng to
do wlth the amount of thelr contribution? o

COMMISSIONER SHERIDAN We know it didn't.

COMMISSIONER ,HDRN. I know it had nothlng to do w1th the .
amount of their contribution. - We made the decision. We don't know
what the contributions were. We didn't check what the contributions
‘were, norbdo we care whaf the contributions were. -

' ASSEMBLYMAN FOY: Okay. o

~ ASSEMBLYMAN BRYANT: Mr. Markert, do you have & question?

ASSEMBL YMAN MARKERT | "Yes, thank you. Comm1551oner Sheridan,
1f Bear Stearns had fallen flat on its face, ‘or had’ shown the
1ncapab111ty of being able to handle this bond issue the way they have
-- and very successfully so -- would the recommendation Stlll have been
the same? o
COMMISSIONER SHERIDAN: No, of course not. 4
ASSEMBLYMAN MARKERT: That is what 1 was hoping would be the
answer,_and Irthink 1 would stand corrected baéed on what I've heard.
It is because of the excellent job they have been doing in the whole -
process from the inception. This has caused them to receive ‘your
B recommendation. I think I heard you say that two or three times.
| COMMISSIONER SHERIDAN:  Yes. You should. realize they have
' demonstrated expertise in the transportatlon f1e1d. The Stete of
Connectlcut also selected them as their senior ‘manager for another
very, very complicated finance deal -- and, I think probably for the
 very same reason. They are aggressive, they are sound-thinking from

what 1 have seen, they work like heck on these programs, and they

dlsplay a knowledge of this field and a knowledge of our problems in
_ terms of financing. They are as good as anyone else I've seen. '
- ASSEMBLYMAN MARKERT: Mr. Chairman, I would like to address
Assemblyman Foy, if I may. | o |
- ASSEMBLYMAN BRYANT: No, not right now. The public hearing
is going to go this way. ‘ g
ASSEMBLYMAN MARKERT: 1 did not know that we were restricted
from speaking to one another, but 1'll accept the ruling of the Chair.
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ASSEMBLYMAN BRYANT There are coOple of questions I have for
, the Treasurer. Do you have any rules on the sale of bonds ‘by a
.'bl—state authority? ' RN
' COMMISSIONER HORN: Yes.
ASSEMBLYMAN BRYANT' What is that rule’ o
COMMISSIONER HORN That rule’ 1s that both the Covernor and
{‘myaelf must approve financ1ng by State authorltxes. SO
: ASSEMBLYMAN BRYANT: You must approve fxnanc1ng7 _
COMMISSIONER SHERIDAN. Did you say "by" State author1t1es7 .
 ASSEMBLYMAN. BRYANT: - Bi-state authoritles. In other words,
‘New York-- I mean "bi." - - R o _
| 'COMMISSIONER HORN: Oh, _"m " Okay. The answer is no. I
: ; don t get 1nvolved with the Port Authorlty. _ ",4"’ ' SR
: ASSEMBLYMAN BRYANT: What other authorltles do you get
ff1nvolved with? S SR o »
' ~ COMMISSIONER HORN._.NeIly-the’Iurnpike‘andfthe Parkwayfe-_EIJ

'xvli‘those klnds of authorities.

ASSEMBLYMAN BRYANT: Does Bear Stearns have much 1nterest in

A '»?.the senlor managing of either of those’

‘ COI‘NISSIONER HORN: I don't. belleve Bear Stearns was the
“,senlor manager -- I'll have to ‘check 1t out ---in e1ther one of those
’ flnanc1ngs. ; : o B : ' :
‘ COMMISSIONER SHERIDAN Mr. Chairman, that does'raise'a good-
' pointr When they were 1nvolved ‘with us and the Toll Road Authorities
Commlttee, they had been selected by the Atlantlc City " Expressway as

- one of three aenlor managers. We dlscusaed w1th them the fact that

wwork they . were doxng for us was through the Governor s Toll Roadi
‘k'Authorities <Committee;- for whioh ,they were also a - volunteer in
; conjunction with the same program. - They withdrew as nanager of that
' because of a conflict of 1nterests. v | - : .
_ COMMISSIONER HORN: Bear Stearns was not a senior underwr1ter ;
- in elther the Turnp1ke or the Parkway. _ - S
| ASSEMBLYMAN BRYANT: Were they involved in it in any‘ way?

- COMMISSIONER HORN: I don't thlnk they were a co-manager a

. e1ther, but 1f you'll give me a m1nute, I'll see ;f I can get the

- answer for you
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Oh yes, they were involved as a co-manager of the Turnplke,
~ but not the Parkway. v
| ‘ ASSWBLYMAN BRYANT: You said you don't get involved with the
bl-state authorities. ' _ ' -

COMMISSIDNER HORN: I don't belleve so. .

ASSEMBLYMAN BRYANT: Do you know if the Governor s offlce
gets 1nvolved7 | v ‘

COMMISSIONER HORN I don't know.
_ ~ ASSEMBLYMAN BRYANT: Let me ask you something. When you say
they were strongly recommended-- What I am trying to do is to clarify
~ this whole concept of voluntarism. We are big on that in this State,
ydu know, in talking about how the private sectof‘voIUnteers. It seems
to me that we are not having all this voluntarism. Voluntarism to me
is when you do something for nothing, but it seems to me that we are
‘stretching that definition. When you volunteer, something happens, it
substantlally happened in your benefit. - _ '

How were they first chosen to become involved? I Mean, was
1t open to everyone to become 1nvolved 1n this voluntarism?

- COMMISSIONER HORN: I think I can answer that in ‘general. I
hcan't answer that for this specific program. Whenever an authority has
a financing, they step up. Sometimes the authorities ask them to step
up.'.They will send out a letter to 10 different investment bankers
telling them, "We are thinking of refunding our bonds. Nhat.idees do

y0u have7"

1 thlnk that is a good .thing because they then get 10 free

answers and different ideas on how to best structure refunding. Then
they will say, "Hey, this one is a great idea. It has a veariable
rate. The market is good for varieble rates right now. Maybe we ought
"~ to bring that investment banker in." I can't see anything wrong with
.that. You get free ideas. Nine of the 10 are going to be dlsapp01nted
in most cases, but they are willing to take that risk. 4 _
As 1 sa1d,.1n this case, Merrill Lynch was involved. They
ate‘neither a co-manager nor a senior manager.' I don't know if they
‘are disappointed or not, but it doesn't always come to fruition and

~payment for these investment bankers.
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ASSEMBLYMAN BRYANT:  I'm not just talking about the -
f authorltles.' I'm talking about the creation of an authority when you .

are creatlng leglslatlon which can have a tremendous benefit. ,That is

e different ball game.

Your 7 testlmony is ' a "little' hit different from “the -

‘ Comm1331oner s. He is telllng me that Bear Stearns was 1nt1mately

v1nvolved from the 1nfrastructure rlght on through the Trust Fund. .

" COMMISSIONER SHERIDAN . We have a rellable Treasurer who

- wasn't the Treasurer then.

" ASSEMBLYMAN BRYANT: 1 understand he wasn't therefore, he

-‘probably lacks the knowledge of what his office--

) - COMMISSIONER | HORN g I had no knowledge of Bear ‘Stearns'
' 1nvolvement. C : S o q RO ,
. ASSEMBLYMAN BRYANT: What I am - askmg is, was that open to

ﬂ everYone7 Do they just call up and say, ‘"] want to volunteer to help.

'j'you think about a rew concept™"? S . , |
B COMMISSIONER 'SHERIDAN: I don't know.*' 1 told you, my

; 1nvolved.

ASSEMBLYMAN BRYANT That was in the 1nfrastructure.

1 1nvolvement ‘came at a p01nt where the three flrms were already )

: ‘ COMMISSIONER SHERIDAN: I ‘wish T~ could: g1ve you the tlme.:»
j‘f'rame and all of that, but my flrst 1nvolvement with the three flrms

: was at some early meetings on the 1nfrastructure bank.

- COMMISSIONER HORN: I can answer that in general. I canft

- answer it for the Transportation Trust'Fund, Generally, the answer is

';_yes.' They volunteer. They come and say, "Hey,‘ue would like to do

g some-= “As 1 sald, I meet them at cocktall part;es, or wherever, and

A_pthey say, "Hey, we. have some ideas for an environmental 1nfrastructure
'itbank."_ 1 eay,f"Flne, put them down on paper. I am dellghted that you
;j’are Volunteering your'serViCes." I don't know how many we are going to

' get out of ‘that, but I think it is ‘a good thing. :
‘ ASSEMBLYMAN BRYANT: - You don't feel that when you work for\
hundred of hours, - thousands of hours, or whatever it takes,i on a

~ program, that there is something wrong with that individual, or that

“ucompany, winding up getting an appointment where there are no

 competitors bidding?
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 COMMISSIONER HORN:  As long as there is no agreement in
advance that that will happen-- In fact, history shows that that
doesn't happen. It didn't happen in this case to everyone involved. 1
don't see anything wrong with it. v ,
~ ASSEMBLYMAN BRYANT: Let me just clear up the discussion Mr.
Foy had. Neither of you are aware of contributions made to Governor
Kean's campa1gn by Bear Stearns? f ; _ «
N COMMISSIONER SHERIDAN: 1 am aware only,df what was issued in
‘your release. That is all. And I would like to tell you this: I had
‘no prior knowledge. v _ v o :
| - ASSEMBLYMAN BRYANT Tquour kno&ledge, does the Governor's
Counsel ever get involved? ; o o |
COMMISSIONER HORN: I don't know. - I have no knowledge of
that. o - o
_ ASSEMBL YMAN BRYANT: Do you review entities such as the
 Atlantic City Expressway Authonty" ‘ , ' : E
- COMMISSIONER HORN: Yes, I have to give my approval for the
-Expressway Authority to issue bonds. , |
" ASSEMBLYMAN BRYANT:  Does your offlce get 1nvolved in who
is chosen? | | e |
, " COMMISSIONER HORN: Only to ensure that they are qualified,‘
I‘dp-not, however, becdme involved in the selection process. ‘By the
| way; rthéy come to. the office for advice, aé well as on hoﬁ to
-.structure, but they ddh't‘ ask for 'my choice of senior 'mahaging -
underwriter. My role is to see that they are qualified to do the job.
ASSEMBLYMAN BRYANT: Are the names submitted to your office -
prior to selection? | |
. _' COMMISSIONER HORN: ~Yes; they let our office know with whom
- ‘they are dealing. . ‘ ; . ‘
| ASSEMBLYMAN BRYANT: Is that requested by your office?
‘ COMMISSIONER HORN: It is part of our review. There is no
~ reason for me to give my approval unless 1 know it is structured
properly and. is in the best interest of the State.
| 1 want to know who the underwrlter is and if they are
quallfled to do the job. o
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. gelection?

ASSEMBLYMAN BRYANT . Af'ter.'j seleotion_?f. Not . prior to

COMMISSIONER HORN: - _ Right. Notfprior'to selection.. _
_ ASSEMBLYMAN BRYANT: In other words, you don't want to know
.f‘the proposed people? , o o o
: * COMMISSIONER HORN: No. o S |

‘ ASSEMBLYMAN BRYANT' If I showed you some minutes from a
meet1ng of the Expressway Authorlty which - indicate they are supposed to ‘
i_send all proposals to the Treasurer's offlce, would that shock you'7
'COMMISSIONER HORN: It would not shock me. It would be
N con51stent with what I said. Are you,talklng about the Atlantic City :
| 'Expressway° - ' : N - "
| ASSEMBLYMAN BRYANT-> Yes. . ,
CDWIISSIONER HORN: - I have met ‘with the -attorney, Executlve

'f;lerector and Chalrman of the Atlantic C1ty Expressway, to make sure

f the1r financing . is . approprlate and cons1stent w1th what they have

F”,promlsed to contribute to the Transportatlon Trust Fund Authority.

“In fact, when they came in 1n1tlally with thexr proposals, we»

'jhsald, "We don't thlnk those who have made proposals to you ‘have handled -

“‘:properly the 1ssue of your bond ratlng, and we would like you to go

" back, interview them again, and see which ones are helping you to

.'f”lmprove your bond ratlng.ﬁ' There is nothing wrong with that.

'ASSEMBLYMAN BRYANT: I am trying to clear this up. “Are they.
'-supposed to come to you prior to any - approval to discuss all of then
| ~people who want to do 1t then go back, get more 1nformat10n, and come

o back to you again? T ‘ ; o ‘

‘ COMMISSIONER HORN | Yes, 'they cao do that In fact,b-we

>.t_encourage that. We want to be 1nvolved as early as posszble.

o ASSEMBLYMAN BRYANT: That is essentially - vhat the December‘
:meeting_Was,-'I will read from that: "The Executive D;rector reported
"that’ on Monday, Detember' 17, he, the 'General Counsel, and the

| :Comptroller met with the State Treasurer, Mr. Horn, -and his assistant
to- dlscuss the proposed bond issue. At ‘their suggestlon-- ==1 am
V’talklng about the Treasurer: "e-it was requested to prov1de'

B addltlonal 1nformat10n from these bankers, to be recelved from them by .
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December 26. After this information is receiVed, the staff committee
1will again meet ‘with the Treasurer and his assistant. The staff
committee's recommendations will then be bfesented to the Authority's
AComm1331oners for their approval to appoint a team of 1nvestment
bankers." ' - ’ |
_ In"looking at the Authority;s rules and regulations, it
doesn't seem as though they are requiredv'in any way to takek their
recommendations to the Treasurer, prior to approval. L |
I want to know who makes the rules. Is it their committee,
or is it the Treasurer's office? o . v
| COMMISSIONER HORN: The law says they must come to the
- Treasurer's office.' I think the Legislature -was ﬁise  in  the
legislation which set up these authorities. They usually say, "You
cannot have financihg unless the Treasurer signs it.*v : vaiously;
there is good reason for'thet.' What is there is, in effect, mandated
by the legislation. I must approve their financing. It is_ove:sight.
It ensures*that authorities do the thinQS‘they'are supposed to do, and
do not do some of the short term things which could have adverse,
lmymm1mhnum&
ASSEMBLYMAN BRYANT: Does the Geverno:‘s'office have the same

authofity,.by way of its counsel? o _ o |

. COMMISSIONER HORN I am not 100% 'certain, but I believe’the

GoVernor, by way of the same statutory prov151on that requ1res thelil

o Treasurer to approve authority financing, must also.

COMMISSIONER SHERIDAN: And the Governor also has veto power
over the minutes. —

ASSEMBLYMAN BRYANT: I understand that. .
: _ COMMISSIONER SHERIDAN: That means he has to review every

action of the Authority. - | |

COMMISSIONER HORN: In this particular case, 1 asked the
’ representative of the Governor's office to be involved, becauSe if the
‘Governor is going to give his approval for finaneing, his staff should
advise him whether or not it is in the interest of the public to have
this financing. (Thatfis not a mandatory financing, as I recall.
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ASSEMBLYMAN BRYANT: I know 1t is not a mandatory flnanc1ng
That brlngs me to another questlon  We have done a lot of f1nanc1ngs
Can “you tell me what authorltles elther have recelved, or are about to
- go. after, financing in the last three years? V T
- COMMISSIONER HORN Yes. Some of these were mandated by the

V’i«Iransportationr Trust Fund Law, because in order . to pay their
contributions into the State; they had to refund to have the bond

:”resolutxons whlch would author1ze payments to the State. - These

‘u“payments, in turn, go to the Transportatlon Trust Fund Authorlty. o
" The Turnp;ke and nghway Author1t1es each had one, Housxng
- and’ Mortgage Flnance contlnuously have f1nanc1ngs to raise money fOr

:iﬂ_thEIP ‘programs. . The 'same applles to the ‘Health Care Facilities

‘.?_have one‘7

II?OAuthorlty,_they contlnuously have f1nanc1ngs. I_am‘trying to think if
t'there were any others. i : R o .
ASSEMBLYMAN BRYANT Is the Atlantic_City Expressway_about to

COMMISSIONER HORN. Yes. As I recaIl, that is a refundlng
'3pOh, 1t is a ref1nanc1ng, because they are adding a Iane.‘ o o
'ASSEMBLYMAN BRYANT: Could we get the names and other

5 79f_ypert1nent information regardlng the senior bankers or co-managers of

. those partlcular author1t1es7 '

- f"often.'

: vCOMMISSIONER»HORN., We could pull that together. B _ :
© ' ASSEMBLYMAN BRYANT: The Conmittee would apprec1ate having -
 that kind of information. - ’
" COMMISSIONER HORN: For the year 19847 |
, | ASSEMBLYMAN BRYANT: For 1983-84. It is my understandzngl
“that who the authorltles app01nt must be approved by your offlce prior
~ to the appomtment. Am 1 correct? B » A ‘ :
COMMISSIONER HORN A I am not sure ue approve uhom they
t‘appoint. We approve the f1nanc1ng, 1 remember slgnlng the approval for 5
the financxng. I do not recall whether the names of the managers or
co-managers are there, I just don't recall. . It doesn't happen,that

' ASSEMBLYMAN BRYANT" Do they app01nt the managers and:
| co-managers prlor to your slgn1n97 I am just asking what happens.
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- COMMISSIONER HORN: 1 amv not sure there is a .general' rule.
. Sometimes they do;'someti‘mes tAhey do not. I can vthink of at ‘lea'st one
case where the appointment of Smith Barney éame 'beforé_I had any
- personal involvement whatsoever in the terms of the financing. - 1
would be delighted to supply the names of the 1983-84 senior managers
and co-managers. 1 believe you will find amazing balance.  Smith
' Barney was a senior on the Turnpike Authority; Goldman Sachs was a
senior manager on the Housing Authority . That is the policy of the

Treasurer's Office; it was also the policy of my-bredecessor and his
| predecessor. It helps to have enthusiastic Wall Street involvement
with New Jersey paper. I think you will find that, perhaps; 15
~ different firms, in 1984 alone, were involved as either managers - or
co-managers. / : N N

ASSEMBLYMAN BRYANT: When I bring those authorities in, will

I also find that' we had the Voluntarism‘ Of all those various
individuals at different points in time? S ,
| _ COMMISSIONER HORN: I hope you do find some voluntarism. I
:think'ﬁheye- o ’ o R
. 'ASSEMBLYMAN BRYANT:  (interrupting) Do you really think
there is voluntarism? ' ) o .

‘ COMMISSIONER HORN: - If you don't cast any :bread ‘upon the
| waters, you don't receive any yiéld; if you don't come up to bat, you.
 don't hit a home run. It is no different than any other area. When a

person in business wants to sell a product -- take, for examplg, 1BM
trying to sell a computer system -- if they won't come and visit you in
your office, you won't buy it. ' | S -

ASSEMBLYMAN BRYANT: Let me ask you‘a pointed question: Wﬁy
4did the State start bidding laws? Why do we have bidding laws? If, in
fact, this'voluntérism is so good~fbf the State, then why don't we
abolish bidding laws-- S ‘,

COMMISSIONER HORN: (interrupting) I can't tell you; I can,
however, tell ybu this-- o _ o ’ '

- ASSEMBLYMAN BRYANT:  (continuing) --and let everyone who
wantsbto be a friend just volunteer, and then we would negotiate them
all?
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~ COMMISSIONER HORN: What you suggest may result in the saving
: of some ‘money. . Ne cannot put up a building cheaper than private
1ndustry}can It is cheaper for us to have a prlvate developer put up

'CV? a‘bUilding,’and-usvrent it, than it is for us to build it now. . State

'lgbidding‘laws do. not “always -result -- in fact, in most times, don't

s result --in the lowest price to put up a bu11d1ng Not only_that,-we
vt'have a problem with the DEP building. 4 : T

ASSEMBLYMAN BRYANT: Have you found - any reason for State:

biddlng laws other than, perhaps, the Iowest pr1ce7 , o R

g COMMISSIONER HORN There are good reasons for State b1dd1ng

irlaws. One is to preclude any favorltlsm being shown. ‘ '

| | ASSEMBLYMAN BRYANT: Or confllcts° _

COMMISSIONER HORNI Conflicts can arise wlth or w1thout State

' bidding laws. There is an up-szde and'a down-side to State bidding vl‘

laws. We often end up with a contractor vwho got the contract because
h; his was the lowest bid, but who does not have as good a product. There
b’1s a plus and a minus. 1 support State b1dd1ng laws, however, they are
" not all one way. We pay for those b1dd1ng laws. e N )
__' ASSEMBL YMAN BRYANT. “How? . By. lucratlve contracts of nearlyf '
o $1 m1111on that probably wouldn't work? Ce .
‘ COMMISSIONER HORN You call them lucratlve contracts I am,
i 1n fact, certaln that Bear, Stearns and Company does not consxder thls
e lucrative contract. ‘ ' | v = o
' ~ ASSEMBLYMAN BRYANT. I have told you they contributed $10,000
. and $20,000 at -various times and, yet, they do not consider . this
fjcontract lucrative? ' : . o o o ,
B - COMMISSIONER HORN' I don't know of any relationship between
" the awardlng of these contracts and contributlons ' Furthermore, 1
{1resent the xmpllcatlon that there is such a relatlonsh1p. I don't know
1f ‘they. contrlbute to Assembly and Senate campaign funds, or to
"}:‘Democrats and Republxcans, I don't know 1f they contribute to v1ctory
| funds-- , ’ r
A ASSEMBLYMAN_FOY:‘ ‘(interrupting) Let's eddress that,issue
. for a moment . Now,‘Bear Stearns is .in business. - As you so aptly put
it If‘you don't cast some bread upon the'waters, you.willvnot have
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any yield, as a result. Bear Stearns is an ecumenical firm. They gave

the governor of Kentucky $10,000 for her last campaign, because they do
business in the state of Kentucky. Their activities in Kentucky were
similar to those here, with regard to their volunteering, contributing,
“and obta1n1ng a contract.

A " You must be sensitive to the fact that this raises
~ implications in the public's mind. It  is their obligation, in
exercieing a legislative oversight function -- at least, I feel it is,
with respect to these matters -- to clear the air as much es possible.
You have indicated that you neither know nor care 'about those
“contributions, and I absolutely‘believe you. I am not assault1ng or

questiohing your integrity. 1 am not even concerned about the

politics. I am concerned about its impact upon the process.
’ You cannot tell me that you did not know there was a
Governor's Ball. Maybe you didn't, but you did, because you went to

the vaernor's Ball.  Now, Bear Stearns bought $30,000 worth of tickets f

to the~Goyernor's Ball. I don't know whether ybu Saw or sat next to

~anyone from Bear, Stearns and Company at the Governor's Ball, but»it

b-raises questions in the public's mind that must be aired. The air,must-t

-be cleared. That is our job. : .

v If, in your capacity as a State off1c1a1, you say that it did
:not impact upon your decision, and that is your word, then it is good
-enough for me. If the Commissioner of the State Treasury glves me his
word, it is good enough for me. But'we had to'get this out in the
"~ open. We, in the Legislature, had our bird dogs go over and take a
look at the list to find out who is doing what in New Jersey, and we

~ found -— efter the fact -- that there were hundreds of hours of

‘vdlunteer time which ultimately resulted in a contract. It may be for

- .all of the right reasons, as you pointed out; however, it still raises

‘qUestionS in the public's mind. Political leaders live in a'fishbbwl,
with the pub11c constantly watchxng for an appearance of 1mpropr1ety. '

I am not saying there is anything wrong. From what I read,e
in the way of the numbers, I think they did a damn good job -- and I am
_wxlllng to say that publicly. 1 am concerned, however, about -

implications that they're a major contributor to the Republican Party.
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This is the party of the Administration, and it had the authority, with
b respect to this matter, to award the contract they, in fact, recelved ,
COMMISSIONER SHERIDAN.V I take one strong exceptlon to that. :
‘This Authority was setkup on. a b1partlsan b831s, and the decision on
Af=this contract was made by the Authority_-f three_public members, the
Treasurer and.1ne,i And Aevery ‘one of - us -unanimoueiyf-supported‘ thie
~ decision. N IR o o
© ASSEMBLYMAN BRYANT: I only have one 'oroblem ‘with that,

L Commissioner._ They compared it to'nothing. You told me they dld not

; interview anyone else, - 80 they did not compare it to anything.

| ‘ COMMISSIONER SHERIDAN: Mr. Cha1rman, that says they have no

': prxor knowledge of other flrms, they have no prior knowledge of how
‘jother fxrms -do bu91ness' they have no- understendlng of bond 1SSueS,
; they: have no understandlng of how these thlngs work. On that board,
?“there is the pres1dent of a maJor bank who 1s 1nt1mate1y knowledgeable

o Z about bond flnanclng, there is a man who came from wall Street and who

;.has done numerous transactlons for the State of New Jersey as Executzve

‘ Dlrector of the Housing Mortgage Fi 1nance Agency--

ASSEMBL YMAN FOY. (1nterrupt1ng) But you ‘have former

‘ ;rRepubllcan congr3831onal candxdates.

~ COMMISSIONER SHERIDAN: But you have a former ~member of'
: Brendan Byrne's Administration. ' I '
. = ASSEMBLYMAN FOY: Brendan Byrne was .never my - favorlte son.
‘(laughter) _ o L ' , : -
ASSEMBLYMAN BRYANT: I belleve he was a Democrat though.-
. COMMISSIONER SHERIDAN: - And you have a promlnent lawyer whoh
" has @ substant1al lawyer in the bus1ness communlty and the governmentd'v
:;’f1eld, and ‘they were able to assess-—- - ‘

ASSEMBLYMAN BRYANT: (1nterrupt1ng) You ﬁﬁeunderstend nw""

theory. ~ One's past experlence never substltutes for one' s current_
understend1ng, or for changes. You are telling me that if you go only
on your past experlences and never ‘look at what 18 happening currently,
i you can make an 1nformed, intelligent decision. I am saying that you :
. can ‘make - an - informed, intelligent decision- not only ~from the
fexperiences of-the'past but also from'evente of the present. That, by
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your own admission, was not done. - One of the things we aré'looking

into at this hearing is that, perhaps, in contracts such as this, we
need to set some different standards, and get away from the notion --
for the public's sake -- of ‘this voluntarism. Maybe we should just pay

people to be 1nvolved with regard to helplng us do some of these
“things. S ~
~ ASSEMBLYMAN FoY: Mr. Chairman, if 1 may, I have a
suggestion that may alleviate this problem. It is the same position
taken by the State Economic Development Authority. They develop a list
of pre-qualified people to serve as bond counsel and £heh, basically,

rotate through the list, so everyone gets a fair turn. They try to

give preference to New Jersey bond counsel.

I do not think you would get a quarrel from anyone -- and 1 -

‘am not at all hung up, by the way, on specifically puttlng these out to
bid. I believe the Authority ought to have some discretion, where
necessary, to do it on a different -- negotiating -- basis. There
should be a pool of people. We must get away from even the potential

-of someone: bellev1ng that some entlty was the most- favored nation, in a

_3ense, in this operation.

If a list of pre-quallfled people is developed, from that
list you could rotate_on various 1ssues,_thus 'giving someone the lead
in that capaéity; Then you could negotiate with them and work the best
deal, because the deal is going to be made in the marketplace and will

~depend on a variety of economic factors -- not just on. the fact that

you have Dave Beale looking over the shoulder, if you will, of Bear
Stearns. There are a lot of factors involved. ~We need to
institutioﬁalize‘ some safeguards as a result of this particular
éxperience -- not because the result wasn't good, but because the road
to that result raised serious questions in the public's mind.
ASSEMBLYMAN BRYANT: I agree in part with Assemblyman Foy. I
am not ‘suggesting that you all be competitive; I think, however, that
we can establish safeguards, and we should be looking at these
safeguards. ' _ o | ‘
COMMISSIONER SHERIDAN Mr. Chairman, I would take you up on
that offer; I would urge you to reconsider the prbvision in the
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:'leglslatlon that requires compet1t1ve b1dd1ng, because I th1nk it's
_901ng to cost the taxpayers a lot of money.  We can do a lot better on

'?.future bond: sales on a negotiated basis. If you want to do that-— -

' ASSEMBLYMAN BRYANT (1nterrupt1ng) You are not 901ng to

"‘5,take me up on that offer yet because we' have not made any changes. In

V,T,order to go back to what we have now, 1 would not do that.j I would go

to competltlve blddxng, as is in the leglslatlon I am open for other
. euggestlons that could be 1nst1tut10na112ed throughout the - State,
’ because.l have,a,bxg,problem with regard to what 1 call the appearance

. of impropriety.  Keep ‘the public informed, and ~ keep - the.'public

”f assured that when we deal w1th thelr tax dollars there is not ‘even the

:‘appearance of 1mpropr1ety.. 1 belleve that, around this table, we
1‘shou1d be bright enough to. come up wnth a way to glve the publlc that

'J',iﬁtype of assurance._

B ‘ ’ CDMMISSIDNER SHERIDAN' I will not even agree that there is
' any appearance of 1mpropr1ety here, I don’t believe there is. Iyth;nk
- ‘you have to look long and. hard, and 1 would Just suggest to you-- ,
. ASSEMBLYMAN BRYANT: (interrupting) - Can you tell me. when the
‘ f Trust Fund passed -- when it was signed into law?
. - COMMISSIONER HORN: July something.
COMMISSIUNER SHERIDAN: July 12. A, o :
‘ _ ASSEMBLYMAN BRYANT' what g1ves an appearance of 1mpropr1ety
‘ 3'1s that on April 30 you get a $20 000 check. - 2 o
: COMISSIONER SHERIDAN: T Just told you; Mr. Chairman: I had
o no'knowledge of that. Even if 1 did, I would not,care about that; it

”ﬂ would not change my decision; and Inam‘sure:it_had'absolutely nothing:

. to do with how the Treasurer and MéSsrs,’Semrod, De Cctiis, and Coe
“voted. - R | o | ‘

' COMMISSIONER HORN: I would like to ask this, and 1 sgree
‘ w1th Comm1351oner Sher1dan. If, in fact, there were a way to set
- gtandards for this, the same standards should apply to the leglslatlve

”'ﬁ’branch, w1th,regardvto thevtak;ng of contributions -~ partlcularly from

 PACs -- and then voting on bills. In fact, it should apply to
~ accepting contrlbutlons either before or after those bllls are voted
- on. That which applles to one branch of government should apply to the
others.
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ASSEMBLYMAN BRYANT: This is not just the executive branch;
it is with regard to where we are letting bonds and issues out. Voting
on a particular piece of legislation is different than awarding
contracts. ‘ : : . , o :
. COMMISSIONER HORN: It is no dlfferent than voting on a blll. '
ASSEMBLYMAN BRYANT: -Oh, but it is different.
COMMISSIONER HORN: Not in any way, shape, or form. You are
'Aproviding an .industry, organization, or a certain segment of the publicv
with a way to get their legislation passed.' If - there: ié any
).mpropnety, or. the appearance of 1mpropr1ety, the same prmc:.ple holds
_true for contnbutlons to leglslators, the h1r1ng of leglslatlve
aides-- s o

ASSEMBLYMAN BRYANT: '(interrupting)' We already have f.hat,
Mr. Horn, if you lbok at our Ethics Commit‘tée. |
- COMMISSIONER SHERIDAN: We have an Ethics Committee, too,
‘Mr. Chairman. ’ ' ' o

ASSEMBLYMAN BRYANT: But this is the actual swarding of
financial contracts. That is' something the Legisléture'does- not do.
It is one of the things government does through some entity. The
Legislature might pas’é the bills. Whether it is coinpetitive bidding or
something else, our reasons for doing so are well- founded. When  you
disburse money, the pub11c deserves to know there 1s no cause or
_‘connection between how and why you give the money and who receives it.

R COMMISSIONER SHERIDAN: 1Is there any more an appearance of
conflict between what might have happened here than the Legislature
takfng a $1,000 contribution and then voting on a bill that has a
‘direct benefit to the contributor? i o

' ASSEMBLYMAN BRYANT: In terms of voting on a bill? Sure,
there are differences. First, it must paés both Houses; second, it has
to be signéd by the Governor. We do not have a direct influence over
what happens. ' _ | _

If you are saying it to please the authorities, that's one
thing.b If you want, we can get down to the nittyegritty and fiﬁd out
who has the most votes on any authority. Are you telling me the
‘Governor does not have the most votes on the Trust Authorlty‘? Are you
telllng me that is not true? '
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‘ .}look at 1t.

| - COMMISSIONER SHERIDAN: I em telling you this: When I vote
Ion this Authorlty, I vote the way I believe is right. _And Ifbelieve
ﬁthat_would hold true for the other members of the Authority. I'think_
. they WOuld‘resent very.mUCh any suggesticn that'they are ccmpromiSed in
:e:this situation. 1 do not feel ccmpromxsed. I had no knowledge of any
hcontributlons, and I ‘could not, in fact, care less. v
ASSEMBLYMAN BRYANT: Nhy, then, do I get the feeling that it
‘was adamant that we set up some kind. of standards w1th regard to how
:’these different, lucrative contracts mxght @? Co . -
- COMMISSIONER SHERIDAN Put aometh1ng 1n wrltlng -and let us‘

S CUMMISSIUNER HORN 1 am'not adamant about anything, but 1f;"
bﬂcan tell you this: I am absolutely conv1nced that if there had been
‘a compet1t1ve bid on thls issue, we would have pa1d a higher 1nterest |
~ rate. I am sbsolutely convinced of that. R ‘ -
‘ 'ASSEMBLYMAN FOY:  To avoxd both the appearance and actuallty-
‘of 1mpropr1ety, maybe the real answer to thls dllemma lies 1n the way
;we treat our publlc ut111t1es and casinos here in New Jersey. Maybe‘
'we need leglslat1on that would proh1b1t pol1t1cal contr1but10ns'frcmv
Iinvestment houses that deal w1th our State, its author1t1es, and its
'fagencles. That would make Bear Stearns very’ happy, because they would
~save $30,000. : . o |
R ASSEMBLYMAN MARKERT- 'Plus‘ﬂhat.they‘paid fo thefDemecra£s~—f,.
' ﬁyou forgot that. (laughter) ) L o , -
;1 - ASSEMBLYMAN FOV:  Well, they ‘didn't give the New Jersey
:;Democrats any money.: They gave Martha Collins money, and they gave the
:Connectlcut Democrats money, as you mentloned. Everywhere they get
‘Ework, they nge money. They also gave money to the M1351831pp1
.3Democrat1c Party. - Maybe we need to have a prohibition regardxng ‘those
;type of contributions, because thxa is a huge fee in the pubIlc s
m1nd. A million-dollar fee, even if it's not a lot in relatxonshlp to .

- "a $61—m11110n‘1ssue, is percelved,,by the public, as a large amount of

_money. v ‘ !
a CUMMISSIDNER SHERIDAN: - 7Asaemblyman Foy, there- is no
.m1111on—dollar fee in this. case. 'I-mean, we went over all of the

‘-numbers--
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ASSEMBLYMAN Foy: (interfupting) I uhderstand that., 1 am
sayxng the public perceives it as a million-dollar fee. |
COMMISSIONER SHERIDAN: No, they don't. Only because you
have said it? There is no million-dollar fee.
~ ASSEMBLYMAN FOY: . What is the total amount? N
COMMISSIONER SHERIDAN: There are 86 firms involved in that
number. ' * o |
| ASSEMBLYMAN BRYANT: You Jjust brought up a good point.
ASSEMBLYMAN FOY: I'm telling you the public perceives it as
a million-dollar commission and a $61-million issue. That's the way
~ the public perceives it.- | L
'COMMISSIONER SHERIDAN: The public also pays 6% -- 8% —--
~ commission when it buys a house. . »1
D "ASSEMBLYMAN BRYANT: Let me ask one other question, so I
fully understand how this works. - With regard te ‘an uhderwriting .
fmanegemeht fee,hwhereby one receives a dollar when one sells bonds:
Who controls who gets what and who sells what? That may be an improper
~question-- » o -
| COMMISSIUNER HORN:  (interrupting) Who controls what? The
;”co-msnaging group.. The entire group of seven controls who gets what .
_ . ASSEMBL YMAN BRYANT: Therefore, they can xnfluence who sells
‘the most? L o
| COMMISSIONER HORN: Yes, they can. ;
 ASSEMBLYMAN BRYANT: That is what I meant. I didn't know how
it worked. ' o ' | . .
COMMISSIONER SHERIDAN: There is also the great expectation
that anyone who underwrites will be involved and will have the ability
to sell some bonds. | ‘ S |
o " ASSEMBLYMAN BRYANT: Do you have any quest1ons9
‘ - ASSEMBLYMAN MARKERT:  No, 1 don't have any questxons of the
"Comm1331oners : - o
ASSEMBLYMAN FOY' 1 want to thank the Commissioners. They
did a fine Job of explalnlng it to us, I hope we dldn't get too testy
in the polltlcal sense, but we have a job to do.
COMMISSIONER SHERIDAN: We know what year it is, Assemblyman
‘ Foy. (laughter) |
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ASSEMBLYMAN BRYANT Thank you;’Commissioner Sheridan. Thank
 you, Treasurer Horn. - o o j' - -

; COMMISSIONER HORN: You're welcome. | s
_ ~ ASSEMBLYMAN BRYANT:  Does anyone else want to make any
comments or testlfy before this public hearing? . (no comments)"Seeing’
'7ﬂfnone, does any member of. the Commlttee wlsh to make any further»

- comment?

ASSEMBLYMAN MARKERT' At thls p01nt in t1me, I would like to
“ congratulate the “entire Authorlty, ‘the members of all of the
'_authoratles and, specifically, ‘the Comm1331oners who were here today,
for belng sle to put us 1nvthe position where, once again, the State
" of New Jersey, through its excellent'management, as theyxsald, both in

ri'the.vexecutive,-and_ legislative Branches,  has enabled us to save

hundreds of thousands of dollars for the people of the State of New

Jersey; It is a good feellng to know that New Jersey - 1s accepted at

,b the highest rate -- even above other states -- as far as GO bonds are
| concerned. And 1f that were to be brought out, this certalnly was the
;.hearlng for 1t. I hope one of the main purposes of_the hearlng was to
~see just how we are doing with this bond. I would like toicongratulate
i:you for callxng the. hearlng.} o S » ‘
' I hope it was not somethlng to be uaed in a political year.
,>I do not belleve it was. If that were the case, then, of course, 1
E would certalnly retract my compllment to the Chairman for holdlng the
hearlng I have read the press release, and I greatly dlsagree w1th

the tenor -- the in-between lines -- 1 read, or felt I read, as far as -
"b accusations are concerned. If there are going to be investigations

wlth reference to contrxbutlons, however, I think we should have to go
back, not only for the past year or two but alao for the past four to'
10 years, to see what the pattern is -- if we are so 1nc11ned to thlnk;
".there is such a pattern of actlons with the letlng of bonds.

- ASSEMBLYMAN BRYANT: Assemblyman Foy, do you have anythlng to
'lﬂsay? = S - o . ‘ o
B ASSEMBL YMAN FOY: 1 have not examined’_the records back a

" decade or so, but I am certain these types of contributions exist. It

‘may be that we have come to another area in State government, similar
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to public utilities .and casinos, in which we are going to have to ban
the practice of such contributions, to avoid the appearance of
impropriety.

I am not suggesting eny wrong was done. I am suggesting
that, in the public's mind, this may be an area of State govermment so
sensitive -- with regard to dealings -- it is important and necessary
to consider whether or not it should be placed in the special,
protected category with the casino industry and public utilities.

ASSEMBLYMAN MARKERT: I agree with Assemblyman Foy. Maybe
that is where we should go, as we look to the future of the State of
New Jersey. _

ASSEMBLYMAN BRYANT: The main reason for calling this public
hearing was to ascertain what was happening. I figured that many
positive things would happen when we looked at how the legislation was
developed, with regard to its restrictions, as well as the
constitutional amendment. Moreover, I was somewhat worried, because
being in those negotiations, I understood -- at least, my understanding
was -- that there were going to be quotes. After learning there were
no quotes taken, then it brought to mind just what you and Assemblyman
Foy said: that, perhaps, in government, period, this is lucrative.
It may not be from the standpoint of Wall Street investment firms; they
might not consider it lucrative. In the eyes of a member of the
general public, whose average income might be $16,000 a year, however,
when you talk about $983,000 passing hands, there should be some
restraints. This is the same small-business person who is
competitively bidding and who has to show that she/he is competitive in
the market.

Perhaps we should have some type of restraints, even though
there might be a necessity for certain kinds of negotiation, as opposed
to bidding, where the people don't have a decided advantage with regard
to receiving a certain amount of State funds.

What has come from this hearing is good. Those of us in the
Transportation Committee may be able to develop rules, regulations, or
statutes that could curtail some of this in the future. We will

reconvene at two o'clock. My thanks to all of you for attending.

(HEARING CONCLUDED)
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