/]

A Union of Professionals

Ranking Asset Managers

A Retirement Security Report on Money Managers for Trustees

American Federation of Teachers
April 19, 2013

American Federation of Teachers, aArL-ci0 * 555 New Jersey Ave. N.W. - Washington, DC 20001 - 202/879-4400 - www.aft.org

¥



Introduction

The retirement security of working families is under attack as never before. Public sector defined
benefit pension plans have repeatedly been attacked by right-wing think tanks and political committees.
While much of the money flowing to these organizations remains unreported, many of the organizations
attacking defined benefit plans are funded by hedge fund and private equity managers, some of whom
solicit investments from public sector pension plans. These fund managers are all too eager to seek
investments from the deferred wages of teachers, firefighters and other public servants, while
simultaneously attacking their economic interests.

Some asset managers have directly backed initiatives that harm the retirement security of plan
participants, to whom trustees have a fiduciary duty. The purpose of this report is to make transparent
the role that certain financial interests play in seeking to eliminate pensions or dramatically cut the benefits
they provide. With transparency and disclosure, trustees can make informed decisions about the risks their
plans face. The American Federation of Teachers examined three organizations that advocate directly for
eliminating defined benefit pension plans, and reviewed publicly available material to track connections
between those organizations and fund managers.

This report is not intended as a one-time publication. Future versions will incorporate additional political
organizations and their donors. The AFT is committed to shining a bright light on organizations that harm
public sector workers, especially when those organizations are financed by individuals who earn their
money from the deferred wages of our teachers.

In discharging their fiduciary duties with respect to selecting, monitoring, terminating and replacing
investment managers, plan fiduciaries must, first and foremost, rely on economic criteria. In this regard, the
plan fiduciaries must carefully monitor and assess existing and prospective managers, including, among
other things, performing an evaluation of the manager’s performance record and qualifications
(credentials, education, suitability, expertise) and the role that the manager’s portfolio will play in the plan’s
overall investment portfolio in terms of diversification, liquidity, and risk and return characteristics.

It is important to note that the financial performance of the hedge fund asset class over the past few years
has proven uneven. According to the New York Times DealBook on April 15,2013:

“For the fourth consecutive year, most hedge funds failed to beat the market [emphasis added]. The
average hedge fund gained 6.4 percent last year, according to a composite index that tracks 2,200
portfolios compiled by Hedge Fund Research. By comparison, the Standard & Poor’s 500-stock index
climbed 16 percent when factoring in dividends. In 2011, the average hedge fund lost more than 5
percent, versus a 2 percent gain for the S&P 500. Despite those returns, investors put nearly $25 billion
into hedge funds, bringing the industry’s total assets managed at $2.6 trillion, according to the
eVestment research firm.”

But pension trustees are not without recourse with respect to the selection of an investment fund manager
whose views on defined benefit plans place them at odds with the economic interests of the participants
and beneficiaries. In addition to the primary economic considerations, pension trustees also may take
into account certain collateral factors, such as a manager’s position on collective bargaining,
privatization or proposals to discontinue providing benefits through defined benefit plans.



The consideration of an investment manager’s position on such issues will not violate the trustees’ fiduciary
obligations provided that (1) the collateral objectives are subordinate to the primary economic objective of
retaining qualified managers that will provide competitive, risk-adjusted returns, and (2) the consideration
of collateral factors leads to the retention of investment managers that are equivalent, from a qualification
and performance standpoint, to other managers available to the plan.

This guide has been prepared solely for informational purposes, and is not an offer, solicitation or direction
to buy or sell any security, product, service or investment. The opinions expressed in this guide do not
constitute investment advice and independent advice should be sought where appropriate. The
information provided on this guide is not intended for distribution to, or use by, any person or entity in any
jurisdiction or country where such distribution or use would be contrary to law or regulation or which
would subject the AFT or its affiliates to any security or investment registration requirement within such
jurisdiction or country.

Retirement Security Privatization Watch List:

Funds on the watch list had a partner, principal, executive or senior adviser on the board of or donating to
one of the following organizations and/or their affiliates:

StudentsFirst

StudentsFirst has repeatedly attacked defined benefit pension plans. StudentsFirst’s policy position on
pensions explicitly notes that states should move away from defined benefit plans. A recent StudentsFirst
report card evaluated states based on their pension policies, giving highest marks to states that required
participation in cash balance or defined contribution plans, and lowest marks to states offering only defined
benefit plans. This was an “anchor policy” for the report card, meaning that it was weighted three times as
much as other policies.

Show-Me Institute

The Show-Me Institute, a right-leaning think tank created by billionaire Rex Sinquefield, primarily focuses
its pension critiques on the state of Missouri, although it has taken jabs at other defined benefit plans in the
past. The Show-Me Institute has explicitly called for Missouri to shift to a defined contribution plan for state
employees. In addition, the Show-Me Institute is part of a larger network of conservative state-based
organizations—the State Policy Network—that routinely advocates for pension privatization.
(http://www.spn.org/publications/detail/policy-options-for-public-employee-pensions)

Manhattan Institute

The Manhattan Institute has been a leading advocate of forcing teachers and other public employees into
the same defined contribution 401(k) plans that failed to provide financial security for millions of
Americans. Their advocacy includes a recent report titled “Fixing the Public Sector Pension Problem: The
(True) Path to Long-Term Reform. The report recommends that governments “should take a page from the
private sector and shift to defined contribution plans.” http://www.manhattan-

institute.org/html/cr 74.htm




Worker-Friendly Investment Firms
Several companies have publicly and credibly declared their neutrality, or have been supportive of

retirement security systems.'

Investment Manager Watch List

Directors, managers, advisers and executives of funds below have contributed to, or sit on the governing
board of, an organization that advocates for the replacement of defined benefit plans with defined
contribution or cash-balance plans. (See table on page 5.)

Anthos Capital Elliott Management Mason Capital Management
Appaloosa Management Gilder, Gagnon, Howe & Co. Pennant Capital

AQR Capital Management HPB Associates Pergamon Advisors
Browfields Capital Ichan Enterprises Prescott Investors
Centaurus Advisors LLC Invemed Associates SAC Capital

Clayton Capital Partners J. Fitzgibbons LLC SLX Capital Management
Cohen, Klingenstein LLC K2 Advisors Stone-Kaplan Investments
Court Square Capital Partners Khronos ThirdPoint Capital
Dimensional Fund Advisors Kiernan Ventures Tiger Global Management
Donald Smith & Co. Kingdon Capital Management Tudor Investment Corp.
Eagle Capital Management KKR & Co. VenRock

If you feel that your fund has been placed in the incorrect category, please let us know. Contact the AFT’s
Center on Workers’ Benefits & Capital Strategies at either 202-662-8007 or dpedrotty@aft.org.

! These firms include State Street, Trust Company of the West, Hamilton Lane, Blue Wolf Capital, KPS Capital Partners,
Yucaipa Companies and Amalgamated Bank.



Investment Manager Watch List

Fund Name

Associations

Anthos Capital

A foundation connected to co-founder Thomas J. Healey has previously
contributed to the Manhattan Institute.

Appaloosa Management

Founder/president David Tepper is a known funder of StudentsFirst, the
501(c)(3) arm of StudentsFirst.

AQR Capital Management

Manager and founding principal Clifford S. Asness is a trustee of the
Manhattan Institute.

Brownfields Capital

A foundation connected to chairman Eugene Mercy Jr. has previously
contributed to the Manhattan Institute.

Centaurus Advisors LLC

Founder John Arnold is a known funder of StudentsFirst.

Clayton Capital Partners

CEO Kevin Short is a director of the Show-Me Institute.

Cohen, Klingenstein, LLC

A foundation connected to Thomas Klingenstein has previously contributed
to the Manhattan Institute.

Court Square Capital
Partners

Managing Director Thomas F. McWilliams is a trustee of the Manhattan
Institute.

Dimensional Fund Advisors

Co-founder Rex Sinquefield is president of the Show-Me Institute.

Donald Smith & Co.

A foundation connected to president Donald Smith has previously
contributed to the Manhattan Institute.

Eagle Capital Management

Founder Ravenel Boykin Curry is a trustee of the Manhattan Institute.

Elliott Management

Senior adviser Dan Senor is a director of StudentsFirst New York.

Elliott Management

Founder and CEO Paul Singer is the chairman of the Manhattan Institute.

Gilder, Gagnon, Howe &
Co.

A foundation connected to co-founder Richard Gilder has previously
contributed to the Manhattan Institute.

HPB Associates

Founder Howard Berkowitz has previously contributed to the Manhattan
Institute through his family foundation.

Ichan Enterprises

The Ichan Charitable Foundation has previously contributed to the
Manhattan Institute.

Invemed Associates

Chairman, president and CEO Ken Langone is a director of StudentsFirst New
York.




Fund Name

Associations

J. Fitzgibbons LLC

A foundation controlled by managing partner John Fitzgibbons has previously
contributed to the Manhattan Institute.

K2 Advisors Majority owned by a subsidiary of Franklin Resources Inc. Franklin Resources
EVP and COO Jennifer M. Johnson is a director of StudentsFirst.
Khronos Managing partner Rafael Mayer is a director of StudentsFirst New York.

Kiernan Ventures

Peter Kiernan is a director of StudentsFirst New York.

Kingdon Capital
Management

A foundation controlled by Mark E. Kingdon has previously contributed to
the Manhattan Institute.

KKR & Co.

A foundation connected to co-founder Henry R. Kravis has previously
contributed to the Manhattan Institute.

Mason Capital
Management

Principal Kenneth M. Garschina is a trustee of the Manhattan Institute.

Pennant Capital

Alan Fournier is a funder of StudentsFirst's New Jersey partner organization.

Pergamon Advisors

A foundation connected to CEO/managing partner Robert Rosenkranz has
previously contributed to the Manhattan Institute.

Prescott Investors

Managing partner Thomas Smith is a trustee of the Manhattan Institute.

SAC Capital

Managing director Michael Sullivan is a director of StudentsFirst New York.

SLX Capital Management

A foundation related to SLX Capital has previously contributed to the
Manhattan Institute.

Stone-Kaplan Investments

A foundation connected to manager Roger Stone has previously contributed
to the Manhattan Institute.

ThirdPoint Capital

Founder Dan Loeb is a director of StudentsFirst New York and has funded the
organization’s New York political activities. He also is a trustee of the
Manhattan Institute.

Tiger Global Management

Julian Robertson has donated to StudentsFirst.

Tudor Investment Corp.

Paul Tudor Jones is a director of StudentsFirst New York and has funded the
organization’s New York political activities.

VenRock

Partner Nick Biem has funded StudentsFirst’s Connecticut affiliate.




What Can Pension Trustees Do?

When choosing among investment alternatives of equal economic value, pension and employee benefit
plans may consider secondary factors such as support for working families and their communities.

The consideration of an investment manager’s position on such issues will not violate the trustees’ fiduciary
obligations provided that (1) the collateral objectives are subordinate to the primary economic objective of
retaining qualified managers that will provide competitive, risk-adjusted returns, and (2) the consideration
of collateral factors leads to the retention of investment managers that are equivalent, from a qualification
and performance standpoint, to other managers available to the plan.

Require disclosure of principal and decision-maker involvement in, or contribution to, any nonprofit
related to education.

Currently, politically active not-for-profits are allowed to shield the names of their donors from public
disclosure. Pension fund trustees can modify their request for proposal (RFP) documents to force disclosure
of donations by executives of potential funds. When deciding between proposals from two fund managers
of equal performance, trustees can take into account the manager’s support for organizations that attack
teachers’ rights. It is important to note that the manager’s economic performance must be the primary
consideration, and political giving can only be considered as a secondary factor (a “tie-breaker”) between
two similarly performing managers.

The Chicago Public School Teacher’s Pension and Retirement Fund’s Procurement Policy for Investment
Consultants already requires disclosure of education-related nonprofit activity by any executive officer or
principal member of a potential investment consultant. Responses to the fund’s competitive selection
procedures require the following disclosure:

i Disclosure by the Investment Consultant and by any executive officer or principal member of the
Investment Consultant of any financial support in excess of $1,000 per calendar year within the prior
five (5) calendar years and/or formal involvement with any Illinois-based community or not-for-
profit organization relating to public education. For purposes of this disclosure, a principal member
is defined as any person who has an ownership or distributive income share in the Investment
Consultant that is in excess of 7.5%.

Model Language:

The Chicago Public School Teacher’s Pension and Retirement Fund’s Procurement Policy could be
modified in a few ways, to expand the scope of organizations supported by potential investment consultants
to be nationwide in scope. Additionally, the scope of not-for-profit activity could be expanded to include
not-for-profit organizations relating to, for example, teaching, K-12 education, school vouchers, pension
privatization and educational policy, to name a few.



