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New Jersey 
negotiates 
handsome 
terms on 
customized 
accounts
By Chris Witkowsky
• NJ pension system commits up to $550 mln to 
 separate accounts
• Commits up to $350 mln to Advent and Brookfield
• Negotiates attractive economics on 
 custom accounts

  No wonder giant limited partners seek 
to build customized accounts with big 
private equity firms: The economics are 
fabulous. Smaller systems can only wish to 
get this kind of treatment by brand-name 
private equity.

The New Jersey Division of Investment 
recently demonstrated why it’s all about 
separate accounts.

The state’s $75.2 billion pension sys-
tem committed up to $550 million to two 
custom accounts with TPG Capital and 
Blackstone Group, two firms well known 
for offering tailored investments vehicles 
to fit the needs of specific LPs.

New Jersey committed up to $300 mil-
lion to TPG Capital custom vehicle Knight 
TAO, which opportunistically invests in 
credit opportunities that fall outside the 
scope of its regular credit funds. New 

Jersey’s commitment will focus on out-
side-the-scope opportunities, as well as 
co-invest with TPG’s middle-market loan 
originations platform and co-invest in spe-
cial situations alongside TPG Opportuni-
ties Partners funds, according to pension 
documents.

Here’s the juicy part: New Jersey nego-
tiated a 1 percent management fee on 
invested capital, a 15 percent carried inter-
est rate and a 6 percent hurdle on its com-
mitment to Knight TAO, the documents 
said. This is New Jersey’s third commit-
ment to a TAO vehicle. The system first 
committed in 2012 and re-upped in 2014.

“The fund’s ability to migrate across the 
capital structure, asset classes and geog-
raphies allows it to pursue opportunities 
during all parts of the credit cycle and 
generate returns … [so it is] not dependent 
on a high corporate default rate environ-
ment,” New Jersey investment staff said in 
pension documents.

The system also committed up to $250 
million to Blackstone Tactical Residential 
Opportunities, a custom account targeting 
investments in residential mortgage loans 
and mortgage servicing rights, pension 
documents said.

Large banks have “scaled back” from 
residential mortgage loan origination since 
the financial crisis, creating an opportuni-
ty to work with “underserved” borrowers, 
pension documents said.

The fund will target high-credit quality 
borrowers and seek an overall 8 to 12 per-
cent internal rate of return. “The Division 
believes these products offer better risk-
adjusted returns than comparable fixed 

income-oriented opportunities like legacy 
non-performing and re-performing loan 
portfolios and collateralized loan obliga-
tions equity,” investment staff said in the 
documents.

For Blackstone TRO, New Jersey nego-
tiated a 1 percent management fee on 
invested capital, no carried interest and a 
25 percent profits participation interest, 
the documents said. “To the extent other 
investors participate in the vehicle, the 
Division will receive a 25 percent profits 
participation interest on the management 
fees and incentive payments earned by 
Blackstone,” the documents said. “In the 
Division’s base case scenario, the profit 
interest translates into $8.5 million of cash 
flow per year.”

The system still commits to more tradi-
tional, commingled funds, of course. New 
Jersey committed $100 million to Advent 
International Global Private Equity Fund 
VIII, which is in the market targeting $12 
billion. The system also committed $150 
million to Brookfield Capital Partners IV, 
targeting $3.5 billion for middle market 
investments.

Brookfield is kicking in a $1 billion GP 
commitment to the fund, which is the 
same amount as the third middle-market 
fund, which closed on $1 billion in 2010. 
Fund IV also will share 100 percent of 
any transaction, monitoring, director and 
break-up fees to offset the management 
fee, Buyouts previously reported.

Advent, meanwhile, decided to drop a 
preferred return hurdle on its eighth flag-
ship fund. Prior Advent funds included an 
8 percent hurdle.
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Recent LP Commitments
Limited Partner Fund Name Fund Strategy Amount 

Committed
Fund Target/ 
Size

Insight

Los Angeles County 
Employees Retirement 
Association

Gilde Buy-Out 
Fund V

Acquisitions/
Buyouts

€75 million 
($81 million)

€1.1 billion Gilde Buy Out Partners is a mid-market-focused LBO firm with a clearly defined aim 
at businesses headquartered in the Benelux region of Europe (Belgium, Netherlands, 
Luxembourg).

Harvest Partners 
VII

Acquisitions/
Buyouts

$125 million $1.5 billion Harvest Partners is a New York based private equity investment firm that specializes in 
leveraged buyouts and growth financings in the general industrial, business services, 
and consumer/retail sectors.

Montana Board of 
Investments

Audax Private 
Equity Fund V

Acquisitions/
Buyouts

$20 million $2.25 billion Audax specializes in lower middle market investments, turnaround, and distressed/
vulture. It typically invests in software, online direct marketing, pharmaceuticals, 
biotechnology, life sciences, and medical equipment.

Angeles Equity 
Fund I

Acquisitions/
Buyouts

$20 million $300 million Angeles recently held a first close on $100 million and expects to reach its $300 million 
target by mid-2016. Angeles will look to acquire controlling stakes in underperforming 
or stressed companies in the automotive and manufacturing industry.

Gridiron Capital 
Fund III

Acquisitions/
Buyouts

$20 million $106 million Gridiron’s third flagship vehicle is a middle market fund focusing on family-owned 
businesses in the business services, niche manufacturing and consumer products 
sectors. Its target is unknown at this point
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