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President Roosevelt signs the 1933 Securities Act, part of his
administration’s “New Deal” -- reform of the financial markets.
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Winds Blow

For Rollback

_ | . Che New Hlork Cimes
Of Regulation . '
' ‘ December 1, 2006

Low
'flr‘?:::"cg Pnstdenl Bush came

passed, and Presldunr Hus signed,
the Sarbar Act in 2002, dra-
matically ing ing rcgul.ntlun_

Mr.-Bush's Justice Department set

ask force to deal wit
nd it brought criminal

charges against Arthur Andersen, a
major accounting firm that had been

W. Glens Hub-
bard, an econo-
mist at Colum-

pmmplly went out of husu 55.

Auditors, accustomed to wvery light
sell-regulation, got @ regulator, the
Public Company Accounting
sight Board, that was quite willing to
tell them how to conduct audits and
to force them to redo audits it found
inadequate.

At first glance, now would not

im to be the logical time to push an

next two years. Mr. Bush appears to
be weakened.

But many bu:
hopeful that at
they see as post-Enron excesses can
be rolled back, with a battle cry of

' Companies complain th
spend 1oo much money and time au-
diting internal controls. Wall Street
Argues that it is such rules — and not
higher investment banking or listing
fees — th l'ieup forelgn stocks from
o o el

Continuéd on Page 10




a8 s
oW e
1
L T o

PR Newswire

$5 Billion in Political Contributions
Bought Wall Street Freedom From
Regulation, Report Finds

March 4, 2009

The financial sector invested more than $5 billion in political influence pur-
chasing in Washington over the past decade, with as many as 3,000 lobby-
ists winning deregulatory decisions that led to the cumrent financial collapse,
according to a 231-page report issued today by Essential Information and
the Consumer Education Foundation.

The report, "Sold Out: How Wall Street and Washington Betrayed America,”
shows that, from 1998-2008, the financial sector made %$1.7 billion in paliti-
cal contnbutions and spent another $3.4 billion on lobbyists.

Mearly 3,000 officially registered federal lobbyists worked for the industry in
2007 alone. Surveying 20 leading financial firms, "Sold Out” finds 142 of the
lobbyists they employed from 1998-2008 were previously high-ranking gov-
ernment officials

The report documents a dozen distinct deregulatory moves that, together,
led to the financial meltdown. These include prohibitions on regulating finan-
cial derivatives: the repeal of regulatory bamiers belween commercial banks
and investment banks, a voluntary regulation scheme for big investment
banks; and federal refusal to act to stop predatory subprime lending.

"The report details, step-by-step, how Washington systematically sold out to
Wall Street,” says Harvey Rosenfield, president of the Consumer Education
Foundation. "Depression-era programs that would have prevented the
financial meltdown that began last year were dismantied, and the wamings
of those who foresaw disaster were drowned in an ocean of palitical money.
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In the good old days of the Gilded Age, the Senate knew who was boss.




Making It Harder
For Investors to Sue

Some Say Congress Is Going Too Far

By DIANA B. HENRIQUES

OW that Congress is back at work
N after the summer recess, it faces the

task of crafting, out of rival House
and Senate proposals, a single bill that
would change the rules governing how and
when American investors can sue compa-
nies for securities fraud.

The competing proposals, sponsored by
the Republicans who control Congress, both
alm to protect companies from ill-founded
investor lawsuits. And, dEbpt[t' dlﬂl’.‘]t‘.ﬂl’.‘f“;
In‘:ﬁrnn sawtiwad  Tacdla sas
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dominated Lﬂ. caricature. Longmw:m 51
erities have vilified lawwvers who file securi-
ties class-action cases as fee-hungry extor-
tionists who do nothing (0 help investors
Corporate executives dismiss the plaintiffs
in those suils as cynical opportunists who
by stock only to Hd]l‘l suing Iig]'ll‘\ (tdu-
ACLIon |]1L'\-.{"J'H x & E

“I've been frivolously sued, too," said
Anthony C. Lami, a pizza parlor owner in
Sandy, Utah, who joined a class-action suit
after he Jost more than $400,000 of his invest-
ment in Media Vision, whose stock collapsed
after the company retracied past financial
statements, "'l can see that for a company
like Apple, say, whose stock has gone from

570 a share 1o 320 a share several times in
is ]ch, it may b{* ¢h-:-.'.pc: to pay a qcu!c

Ehe New YJork Eimes

September 10, 1995

. leave many wronged
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:ud IU{!!{H‘L carnings statements and en-
courage judges to force the losing party to
pay the winner's legal bills if the judge
believes the loser's case was not justified.

Both would also limil a gmlt}' defendam’s
linancial lability 10 some “'proportionate
bhdr‘l‘ of the blame, mnealum, thi' current

el smiraeal akiliead? daes.

w Investors W|thout hope of justice.”




Ehe New Aotk Times  Clinton Signs Legislation
Overhauling Banking Laws

November 13, 1999

: The bill 1opt |l~. plll of the l‘m§
(Glass Sit:!;,\ll)'\(l mdlht I‘hl' Bank :

B b :
“domestic pl:l_\-’ing _[1-:1:1 fnt' United §
states financial companies and allow :
‘them to compete better;in the evoly-
fing global financial marketplace :
P Analysts and industry leaders
§lh:' nieasure -.-.:II plnhlhl\

i\\ ave of merge ompanies com.
| el (o tullllmm 19 f u; arkets
offermse all the stomers

“This bill repeals parts of the 1933 Glass Steagall Act ...

[and] allows mergers of banks, securities firms and
insurers ...”




Where were |
regulators

Ty Wl leyant, USA TODAY
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Some were asleep at the @
switch, while others took

an active role helping hide
the problem, reports find
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Is the S.E.C. Changing Course?

Crities Say Cox Is Moving Closer to Business, Not to Investors

Ehe New JJork Times
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Dream court for
American business

US Supreme Court was right to limit investor lawsuits

Corporate America has scored a
hat-trick in the US Supreme Court,
winning a tric of big cases that
could substantially reduce the
amount of cripplingly costly inves-
tor litigation faced by anv company
that lists on US soil.

This was exactly what President
Ceorge W, Bush wanted. Faced with
srowing concern about how litiga-
fwon costs are burdening the com-
penitiveness of US markets, he did
what only a president ean do to stop
it: packed the country's top court
with businessfriendly conserva-
tives such as John Roberts, the new
chief justice, a former corporate
lawwer, and Samuel Alite, a harg-
iine conservative who replaced the
inconsistently pro-corporate Sandra
Day O'Connoe.

He created what amounts to a
dresm court for American business.
3o It is hardly surprising that the
top court delivered another big win
to businézs thiz week, ruling in
Stonperidge o Seientific-Atlante that
banks, lawyers and accountants can
olten escape being sued by inves-
tors, even if they play a fairly big
part in perpetrating a securities
fraud. To be able to sue, Inv 5
must prove that they relied on the
third parties to make their invest-
ment decisions. And that, normally,
is very hard to do.

That may sound like the wrong
result for investors. Certzinly, the

facts of the case were unsavoury:
Charter Communicaticns, a cable
company, persuaded Scientific-
Atlanta and another supplier to par-
ticipate in sham transactions sc
Charter could deceive its investors,

That certainly sounds like hehav-
iour that courts should punish -
and indeed, they can: the Securities
and Exchange Commission can sue
third parties thai scheme with com-
panies to perpatrate frand, and it
can distribute the proceeds to
wronged investors. The only issue
in the Stomeridge case was: should
private investors aleo be allowed to
get in on the act, or should the task
of suing third parties be left solely
to professionals at the SECY

It is not as thoogh third parties
that aid and abet frand are getting
off scot-free: the SEC can, and
should, atill pursue them. Thind par-
lies - including accountants that
Irelp cook the books - must not be
allowed to escape liabifity. But nor
should profit-driven lawvers be
allowed to eat up the recoveries
with huge transaction fees.

Investor advocates, and their
Democratic backers in Congress.
have reacted to the ruling with
howls of outrage. If Congress wants
private investors {and their ectre
prensurial awiers) fo sue thind par-
ties, it can pass a law that says so.
In the meantime, that job is better
left ta the SEC.

FINANCIAL TIMES

January 17, 2008
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“If the antifraud provisions of the
securities laws are gutted, as [the
Reform Act] would do...worry about the
public and your markets, and in 10 or 15
years you will be holding another
hearing with the debacle in the

securities markets that will make you
remember the S&L mess with
fondness.”




White-Collar Crime to
‘Blame for S&L Crisis,
GAO Tells House Panel

“The bulk of the losses ($100-150 billion) are directly
attributable to the failure by management ...to follow basic,
prudent business practices, including the establishment off
effective systems of internal control.”

i “The bulk of the
I attributable t

Tos Angeles Times




Funny numbers

Allgatiens, admissions & swestigations  Fegrylators and prosecutors target corporate
= el T === fraud, accounting lies and executive-suite greed

October 21, 2002 & .

Caught in scandal ‘zspermanasn
== ;

Tridor Syulerms nocporiie s

Regulators and prosecutors target corporate
fraud, accounting lies and executive-suite greed

Investors now know that the stock market's long boom in the 1990s was at least partly built
on deception, The truth began to come out last October when Enron, then the nation’s sev-
enth-largest company, revealed more than $1 billion of accounting errors that sent investors
fleeing and launched investigations that are continuing today. Since then, dozens of compa-
nies have admitted to, or are being investigated for, accounting frauds or other financial mis-
deeds. USA TODAY reporter Gary Stoller compiled this summary of many companies tainted
by scandal.

- % " & 5
Companies whose executives are facing or have settled
Cﬂll l t m Scandal charges in financial scandals in the past year.
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INVESTOR

& PUBLBCATION OF THE MeCRAW-HILL DOMPANIES

In the 1990s, a new class of invesSipis
powerful economic and politicHRGIEMIDN
feel misled by Wall Street,

corporations, accountants, |

and the government. The  ;;

strength of the recovery

hinges on winning back

their confidence. . ..

M p— February 25, 2002
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Record Household Wealth Destruction
Forces Families And Firms To Curb Debts

Net Assets Dived 9% In Q4

Households Poorer
Net household worth

3 LS ICPPIAT IR S |

40 ntrillions

Retail sales solid in Feb.,
but housing, stock woes
sap consumers’ strength

11.8: honsehold wealth tumbled a
record 9% in the final quarter of
2008, asstock prices and home val- -
ues plummeted, the Federal Re- 0719901 3G
serve said Thursday. _

Net worth — defined as assets Household debt
minus liabilities — fell by $5.1 tril- 12% _ Annual rate
lion from the July-September =
quarter to $51.5 trillion, the lowest
in four years, according to the et N
Fed’s flow of funds report. The 9%
decline was the biggest since the
government  began  keeping

records in 1952. Net worth sank 06 07
F « L i
18% vs. a year earlier. Souices: Federal Reserve, Datastream

24




Behind Soaring Executive Pay,
‘Decades of Failed Restraints

Instead of Damping Rewards,
Disclosure, Taxes, Options
Helped Push Them Higher

Return of Golden Parachutes wage separation

By JoanN S. LUBLIN L .
Aug Soart TN Ratio between CEO compensation
e o and average pay for hourly workers:

pay. It looked as if his work was done. 600
Federal securities regulators had just
forced companies to reveal details about
pay and perks for top officials, in some
cases for the first time. The changes would
“make boards think twice" before approv- 5 00
ing compensation plans that couldn’t be
justified, Mr. Whitworth recalls thinking.
Around the same time, Congress attacked
executive pay for the second time in a de-
cade by removing tax breaks on compensa-
tion above one million dollars. 400

Since then, the average pay for chief ex-
ecutives of large companies has quadru-
pled, according to Kevin Murphy, a profes-
sor at the University of Southern Califor-
nia's Marshall School of Business. The av- 300
erage last year was $10.5 million, a figure
that includes salary, bonus and the value
of stock and stock-option grants.

There are many reasons why Mr. Whit-
worthwas mistaken in his prediction, includ- 200
ing the bull market of the 1990s, cozy corpo-
rate boards and CEQs striving to keep pace
with highly paid athlées and entertainers.
What's often overlooked is the roje of all the
efforts—by Mr. Whitworth and many oth-
ers—to limit CEO compensation, For more
than two decades, critics tried to slow sky-
rocketing pay through regulgtions, legisla-
tion and shareholder pressure. Few of their |
tactics worked. Many backfired.

As it turns outgilisclosure require-
ments can push pavhigher by revealing to
CEOs what their peers receive. Limiting
one type of compensation often encour- 1970 ’75 "80 ! 85 '90
ages new types of pay, such as stock op-
tions, which were pushed as a solution
only to become tainted by scandal. Now
that shareholders are quicker to push out
poorly performing chiefs, CEOs are seek-

Wage Separation

[ WALL STRERT J0VRYAL

October 12, 2006

In 1993, activist investor Ralph Whit-
worth shuttered United Shareholders As-

In 2005, average CEO
pay was 369 times as
much as that of the
average worker

‘95 2000 ‘05

Source: Kevin Murphy, University of Southern California

ing more financial guarantees. Andif com- .
panies turn to outsiders, they often have to

pay extra.

Curbing executive compensation is
“like moving Jell-0," says Kayla Gillan,
the former general counsel of the Califor-

UIEUIuie COUn y-CIun o agouLraieres

sulting political turmoil over the pay ques-

tion. They're “mad at corporate Amer-
Flease Turn to Page Als, Column 1




STos Anaeles TJimes
November 8, 1995

The US. scores badly on yet. ancther history est.

I

The 1920’s were a period of pro-business, anti federal regulation, pro -
stock investing prosperity with an increasing disparity between rich and
poor. What followed next?

L wAIVERSAL PRES( Syuip, I'M PRETTY SURE IT =, L
mﬂ HRIfIC e wmﬂm WAS SOMETHING GREAT,
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The -
Economist e

How S your
pension doing?

May 10, 2003




FINANCIAL TIMES
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SPECIAL REPORT FT 500 7

PENSIONS by Barry Riley

Worrying 'bout my generation

Workers and companies are both fretting about the ability to meet large commitments imposed by defined benefit schemes

Legacies used 0 he magarded e
a2 wiluanle windfnlis, bt .

today’s “legmey comipanbes”
ire dogmed elpensively by
their pasts. I partioular,
they bave heavy pensicn
comnmilmends, and Lthe g
Eest harderns are impsosed by
definedd  Benefit  schones,
rapecirlly those af which 1be
main bensfickaries amm I{m@-
SOTVINE Toale smpinTens

The sheer sige of these
obligatlons 5 now heing
widwed with (repklation oy
stowk markel analysts and
vreslil Falbeg agevckes. [n e
LIS, in Lhe cages of the big
sleel and molor comipaies
For example, these pepsiog
Lihdliteos are aften hesvily
topped np by healthoare
promises,

The Lppact is highly vark
abkle, and the problem is
seareely  significant  for
npwer mants sueh as Miere-
salt ar Vodafomwe, which have
rolatively small workloreces
ad wpambitiens pension
stheres

Shrinking companiss are
iten ansonyg e warst Wit
bescgis Lhalr pasl Babllithes
fincluding (s Lo eeginel
smploysis) amk sl ol propor
Lion B 1hekr swreenl profiis
and assets,

Crrowing  compsuibes, in
cantrast, probably Baove mela-
tively Few workers with long
smploymenl histories, and
anyway the recent vrend hiss
been away from the defined
benofit  medel, with  its "
nnceriwin Hahilities and typs e g
cally mismatched fundmg Pensions problems are weighing down market capitalisations and credit ratings of many of pesterday’s giants
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or Growing [ncome
for 0

090 z
and Family Security
An investment guide

inserted in the Reader's Digest
as a special advertisement by

THE NEW YORK STOCK EXGHANGE




MORE PENSION PAN

FORTUNE

MORE PENSION PAIN e
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Pension shortfall
-$100 — for S&P 500 plans —

-$200

1992 '95
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Ehe New Pork Times

Pension Accounting Whoppers

“Accounting rules ... [have] provided an artificial means for companies to
pad their reported earnings — the bottom line that determines top
executives’ bonuses....”




APAssociated s February 12,2009

A Pension Deficit Disorder

Investors already have
seen their equity holdings
hammered by the economic
crisis. But, in some cases,
they are discovering that
companies are exposed to
the down cycle twice over.

Operating profits are col-
lapsing. But pension deficits
also are ballooning because
of the stock-market dive. Ab-
sent a sudden market recov-
ery, those will likely be made
up in hard cash, undermining
profits for years to come.

S&P 500 companies had a
combined pension deficit of

(! Blowout

Combined pension surplus
or deficit of S&P 500 companies

$300 billion
150

0

~ASD g by iy

1997 2000

Source: Bang of America Securities
Merdill Lynch Research

Goodyear faces larg
deficits

worth $4.5 billion at the
end of 2007, when liabilities
totaled $5.1 billion, With
G8% of its portfolio in equi-
ties and the rest in debt,
Goodyear’s portfolio may
have lost $1.1 billion last
year, The company, with a

$376 biltionm at the end of
2008, according to Bank of
America. Many companies
with defined-benefit plans
had more than half their as-
sets in equities at the end of

Ii"m,; to $250 million in 2010,

NCR, with a $1.6 billion mar-
ket capitalization, previously
disclosed that 66% of its
$3.4 billion in U.S. pension

the end of 2007—H
lion less than its o!
Caterpillar’s pensi
likely shrank by ab
$2.8 billion last ye

2007. If all that was in the
U.S., they still lost 40% last
vear. Falling interest rates,
meanwhile, increased the
present value of pension obli-

Shares of technology-ser-
vices company NCR fell 15%
Febh. 5 after the company
said it would contribute
$120 million to its pension in

assets weré-in equities at the
end of 2007, ™.

The pensionheadache is
hitting companies already
under huge pressuze to cut

o t I3
announced 20,000 job
and warned that it may™.
post its first quarterly loss
since 1992.
Caterpillar’s U.S. pension

- Goodyear Tire & }

ing the 70% of its |
dedicated to equiti
and, generously, th
vested in debt rosd
company says it w
pension this year. |
could still leave a |
much as $2.5 billio|

Others might fi

| Blowout

Combined pension surplus
or deficit of S&P 500 companies

€300 billion

2009 and another $200 mil-

had $10.4 hillion in assets at

had U.S. pension aj

a g
199/ 2000

Sourca: Bancof America Securilies:

Maoriill Lynch Resaanch




hile economisls worry
about “zombie" banks
1 holding back lending
Aprll 17’ 2009 vampire pension plans
may soon be stalking a company neai
you, The underfunding of America’s
- — corporate defined benefit pensions
FINANCIAL TIMES poses a daunting challenge, threaten-
' ing nol only their 40m beneficiaries but

the entire US economy.

1 fun

Vamplre The underfunding of America’s

corporate defined benefit pensions

poses a daunting challenge,

penSionS threatening not only their 40m

beneficiaries but the entire US

COllld be a "
corporate ;ﬂi:h llntli'[g uummitments w(]]id
drive them to file for bankruptcy.

The new law was drafted to help
protect pension recipients from discov-
ering too late that their bankrupt

a
ex-employers had seriously under-
funded pension plans, When Lhis
happened at Bethlehem Steel the Pen-

sion Benefit Guaranty Corporation
(PBGC), the federal corporation that
insures pensions, saw its [unding
deficit soar by nearly $4bn, while
workers missed out on 5600m in
pension promises. Among the problems




oo B MANY OMPANIES
SRR ENDING PROMISES
FOR RETIREMENT

PENSIONS BEING REPLACED

401(k) Plans Shift Risk to
Employees, Who Must
Make Decisions

garies of the financial markets.
“I.B.M. has, over the last couple of

generations, d an emplo:

Tespons s employees,” said

Peter Capelli, a pi

agement at the W

pe

a pension plan to a 401(k) program

“the most visible manifestation of

the shifting of risk onto employees.”

He added: “Peopl

with a lot more risk in th

cause all these thing:

more or less a

care, a pension e now variable.”
LB.M. said it is continuing its




June 16, 2009

HAS THE

401

FAILED?

A small but vocal group of advocates think the 401(k) is a relic of a bygone age.
What's wrong with the current system—and how it can be salvaged.




THE WALL S

{1 JOURNAL

Big Slide
In 401(k)s

SpurS C&llS The stock-market rout has ig-
nited a crisis of confidence for

FO]' Change millions of Americans who man-

age their own retirement sav-
ings through 401(k) plans

Many retirement experts have come to a
similar conclusion: The 401(k) system,
which has turned countless amateurs
Into their own pension-fund managers,
has serious shortcomlngs

sion; The 401(1{) svstem which

hias turnéd countiess amateuﬁ

like Ms. Gardner into their uwn
- pension-fund managers, has serr\




Ehe New Jork Times

Expect the World®

From Here to Retirement

So far, the cumulative wipe-out of household
retirement savings totals about $2 trillion. As a result,
participants in 401(k)’s are in greater danger than ever
of coming up short in retirement.




Mother Jones

May + June 2009

There’s an old accounting joke:
What starts with “f,” ends with“k,”
and means “screw your workers”?

That’s right—401(k).




Despite Risks,
Workers Guzzle
Company Stock

Participants in 401(k) Plans
See Safety in Employer Shares;
No Other Options for a Match

rconslting firm Hewitt

rinte company s

neertainty, many
by move; load-
rs.
ore than seven
ipants tracked
owed more
thuet any other type of

ers poured $65 million into

are avail

other skoc

ke tur
! enthu-
mpany

;.rui' ile ar;.ﬂnmh]u'.\l
ups BX E'l.'i the l.i'm

eight months
the j.thL.: s

with company sto

th—the mast recent for
oy vanked
stments and put

Playing With Fire
Company stock offared
iKY plans poses a
number of risks far

[l v it

W Warkers tend ko
undarastimate the
rish of thair own
company's stock.

@ T their emplover
i th, warkers
heayity invested in
company shares can
[nse both thelr jobs
and their retirement
Savings,

W Empicvess often fail
ta diversify out of
company stock as
thay age,

on the health of their ;_I:Ll::lu‘.rel.

stumbles, workers cot

s
ck-price meltdowns at l.-ell m an Brothe rs Hol ﬂ-
o5 Fa.nme Mae und uther companies have

at Hewitt,

le md._r |:H:' turm.ﬂ_l:I tov o nmj.mn ek ow

Seem T.ﬂ

THE WALL STREET JOURNAL




THE WALL STREET JOURNAL May 26, 2005

Pension Agency Faces a New Front

Of growing concern, however, are multiemployer retirement plans
under-funded by $150 billion in 2004, a 50% jump in the deficit from

the year before, the federal insurer reported.
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tiemployer retirement plans under-
funded by $150 billion in 2004, a 50% jump
in the deficit from the year before, the
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The private pension system continues its slow decline and fall




Pension

Fcfellf years, states all across the country have been starving their retirement
plans.
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Public Pension Plans
Lose Billions in

Ailing Stock Market

By CuristiaN Davenrort and MatrHEW Mosk
Washington Post Staff Wniters




Ehe New AJork Eimes

Public Pension Plans Face Billions in Shortages

By MARY WILLIAMS WALSH

In 2003, a whistle-blower forced
San Diego to reveal that it had been
shortchanging its city workers’ pen-
sion fund for years, setting off a
wave of lawsuits, investigations and
eventually criminal indictments.

..The mayer ended up resigning un-
der a cloud. With the city’s books a
shambles, San Diego remains barred
from raising money by selling bonds.
Cut off from a vital source of cash, it
has fallen behind on its maintenance
of streets, storm drains and public
buildings. Potholes are proliferating
and beaches are closed because of

sewage spills.

Retirees are still being paid, but a
portion of their benefits is in doubt

COSTLY PROMISES
Taxpayers at Risk

because of continuing legal chal-
lenges. And the city, which is sched-
uled to receive a report today on the
causes of its current predicament,

-still has to figure out how to close the

$1.4 billion shortfall in its pension
fund. ,

Maybe someone should be paying
closer attention in New Jersey. And
in Illinois, Not to mention Colorado
and several other states and local
governments.

Across the nation, a number of
states, counties and municipalities
have engaged in many of the same
maneuvers with their pension funds

that San Diego did, but without the
crippling scandal — at least not yet.

It is hard to know the extent of the
problems, because there is no cen-
tral regulator to gather data on pub-
lic plans. Nor is the accounting for
government pension plans uniform,
so comparing one with another can
be unreliable.

But by one estimate, state and lo-
cal governments owe their current
and future retirees roughly $375 bil-
lion more than they have committed
to their pension funds.

And that may well understate the
gap: Barclays Global Investments
has calculated that if America’s
state pension plans were required to
use the same methods as corpora-
tions, the total value of the benefits
they have promised would grow 22
percent, to $2.5 trillion. Only $1.7 tril-
lion has been set aside to pay those
benefits.

Not all of that shortfall, of course,

Continued on Page C10




Bloomberg

PUBLIC RETIREMENT FUNDS ACRGSS THE U.S. ARE IGNORING A LOOMING
CRISIS, ONE FED BY UNDERFUNDING AND POOR INVESTMENTS-AND
PAPERED OVER BY ACCOUNTING GIMMICKS. FUTURE GENERATIONS OF

TAXPAYERS WILL FOOT THE BILL.

APRIL 2009 BLOOMBERG MARKETS




The $2 Trillion Hole

Promised pensions benefits for public-sector employees represent a massive
overhang that threatens the financial future of many cities and states.

March 15, 2010

LIKE A CALIFORNIA WILDFIRE, populist rage bums over bloated execu-
tive compensation and unrepentant avarice on Wall Street.

Deserving as these targets may or may not be, most Amencans have
ignored at their own peril a far bigger pocket of privilege — the lush pen-
sions that the 23 million active and retired state and local public employees,
from cops and garbage collectors o city managers and teachers, have
wangled from taxpayers.

Some 80% of these public employees are beneficianes of defined-benefit
plans under which monthly pension payments are guaranteed_ no matter
how stocks and other volatile assets backing the retirement plans perform.
In contrast, most of the taxpayers footing the bill for these public-employee
benefits (participants’ contributions to these plans are typically modest)
have been pushed by their employers into far less munificent defined-
contribution plans and suffered the additional indignity of seeing their 401(k)
accounts shnvel in the recent bear market in stocks.

And defined-contribution plans, unlike public pensions, have no protection
against inflation_ It's just too bad: Maybe some seniors will have to switch
from filet mignon to dog food.




BIOTECH BEYOND THEHYPE, REAL GAINS -,

BusinessWeek
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How
public pension
promises are

dralmng stateand
el fun lrlo'n'l'f.:

June 13, 2005
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Pension funds fall short of guarantees
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The public servants have been guaranteed retirement benefits that are far
richer than private pensions, yet elected officials have failed to set aside
enough money to cover the promised benefits.
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Calpensions

Pension ‘Crisis’:
Did Prop 21 pave the way?

June 1, 2010

A little-known ballot measure a quarter century ago, Proposition 21 in 1984,

opened the door for much of the current controversy over California’s public
employee pensions.

Pension funds had been required to put most of their money into bonds.
The measure lifted the lid and pension funds, seeking higher yields, began
shifting most of their money to stocks and other nskier investments.




FINANCIAL TIMES December 31, 2002

Pension funds seek way out of equity trap

The stock market slide has left companies
with a £85bn funding black hole. Mind the gap




Stocks Tarnished BWALL STREET JOURNAL
By ‘Lost Decade’ S

U.S. Shares in Longest Funk Since 1970s;
Credit Crunch Could Prolong Weakness

Going Nowhere
By one broad
measure, the stock
market has made

NO progress over ,
the past nine & #1 AR---- .- 11,000
years.
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STOCKS VS. BONDS, CUMMULATIVE
RELATIVE PERFORMANCE 1801-2009
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Parsky's Party

The UC regent whose pension fund overhaul may have cost the university
billions is now in a position to play with even more of the public's money.

May 9, 2007

Last December, Governor Amold Schwarzenegger created a new panel to
ﬁgur& out how to solve what may be California’s worst-ever budget crisis

PARSKY'S PARTY

The UC Regent [Gerald Parsky] whose pension
fund may have cost the university billions is
now in a position to play with even more of the
public’s money.

ments. In the 1990s, he gradually rose through the ranks of the California
Republican Party until he became one of the state's most important power
brokers. He raised millions to organize the 1996 Republican National Con-
vention in San Diego, and chaired the state presidential campaigns of
George W. Bush in both 2000 and 2004, Today, he reviews candidates for
California US Attomey positions on behalf of the Bush Justice Department
He has been appointed senior economic adviser to presidential candidate
John McCain; if McCain is elected president, Parsky could well become the
next secretary of the Treasury.

But it was in his capacity as a regent of the University of California that
Parsky made his greatest impact. In the ten years before he took over as
chair of the Regents’ Invesiment Committee, the university's pension plan,
which provides retirement benefits for more than 190,000 employees, made
a small fortune playing the stock market and investing in long-term bonds.




September 10, 2010

Contentious plan for sagging UC pension fund
UNIVERSITY OF CALIFORNIA

‘A tidal wave of unfunded retirement obligations that could top $40 billion in four years is washing over the University of
i California, forcing employees to pay far more for those benefits and threatening students with the possibility of more tuition
hikes and years of austerity.

A tidal wave of unfunded retirement obligations that could top $40
billion in four years is washing over the University of California, forcing
employees to pay far more for those benefits and threatening students
with the possibility of more tuition hikes and years of austerity.

They also point to a particular recommendation that would improve the pension benefits of the 250 top-paid employees....

"While claiming that cost-cutting is needed, UC unbelievably increases retirement benefits for highly compensated
executives, while cutting low-wage retirement benefits in half," said Julian Posadas, vice president of the American
Federation of State, County and Municipal Employees, which represents 21,000 UC workers who typically earn around
$40,000 a year.

Pitts also said that in exchange for retaining benefits, highly paid employees would eventually contribute more to the
pension fund - up to 7.7 percent of their paycheck - than low-wage workers. This would happen after 2013, if the regents
approve the recommendations. Most employees pay 2 percent of their salary toward retirement. The UC regents are
expected to approve an interim increase for all employees at their meeting in San Francisco next week. It would raise the
employee contribution to 3.5 percent beginning in July 2011, and to 5 percent in July 2012.
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UC pension system faces economic reality

Contributions to start;
benefit cuts possible

with UC President Mark Yudof,

served notice of a possible reduction

in benefits for thousands of retirees.
“I see no way around restructuring

the benefits,” Yudof said at the end of

Admissions changes pass: UC regents
hope new rules widen applicant pool. A4

Yudof said he would move ahead

OVERVIEW

Background: The University of
California pension system was so
healthy that for two decades it

SAN FRAN

Contributions to start; benefit cuts possible

Aceaudt 5 investments
ibutions from the
oyees.

years, the University of California
pension system seemed to be a Wall
Street wonder, building assets and
paying billions in benefits without
any contributions from the university
or its employees.

Those days will soon be over, and
there will be a price to pay for the
remarkable contribution holiday.

UC regents voted vesterday to
start regular payments and, along

pension “train wreck.”

“] don’t know what we're legally
allowed to do, but well find out,”
Yudof continued. “There are levers,
like the vesting period, and employee
contributions, and how you treat new
employees.

“] have no set views on that, other
than I feel the board and I have 2
fiduciary responsibility to put this on
a path to fixing it.”

gation that is growing by more than
S$1 billion a vear.

The abrupt turnabout in the pen-
sion fund’s health could help build

support for a union-sponsored initia- :
tive that would reconfigure the UC :
pension board to give employees rep- :

resentation.

“We all want a healthyfund, but we

sce Penslonfund, A10

at's changing: Like other
pension systems, the UC'sisina
dive. University regents have
acted to restart employee and
university contributions.

The future: Regents say that
even if their contribution
schedule is fully adopted, it won't
be enough to cover the shortfall.
They warn of benefit reductions.
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TO JUIGE UP THEIR
SAGGING PORTFOLIDS,
PENSION FUND
MANAGERS ARE
SEEKING ALTERNATIVE
INVESTMENTS.

BY RANDY MYERS

Gasting

"rReturns

Last vEAR, BrLL EINHORN FINALLY HAD ENoUGH, WiTH
2002 drawing to a close, the 81.1 billion pension fund that
Einhorn administers for the Teamsters union in Philadelphia




Pensions&Investments

CalPERS loses $854 million on collat-
eral reinvestment

August 11, 2009

CalPERS recorded an unrealized loss of $854 3 million on collateral that
was reinvested from its internally managed securities-lending program

The loss is a result of market turmoil that affected pricing for even lop-
quality collateral, staff of the $188.5 billion Sacramento-based California
Public Employees’ Retirement System wrote in a memo to the CalPERS’
investment committee.

For the year ended March 31, CalPERS’ securities-lending proegram posted
a loss of $634_1 million, including the unrealized loss on the internal collat-
eral reinvestment. Excluding the loss, the program generated $220 million
in income for the year.

CalPERS' investment committee will review the program at its Aug. 17
meeting.

Separately, the staff is recommending issuing an RFP for a preapproved list
of real estate consuitants. The new five-year coniracts would begin July 1,
2010

Nine firms were selected for the pool in 2005. Contracts expired in June
2008 with extension options that will expire in June 2010.

CalPERS spokesman Clark McKinley could not specify how many firms will
be selected for the new contracts.




PUBLIC PENSIONS — :
ARE ADDING RISK Ehe New ork Times
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BIDDING FOR THE FUTURE

March 9, 2010

Companies Shed Stocks
as States Try to Make
Up Lost Ground

“In effect, they’'re going to Las
Vegas,” said Frederick E.

By MARY WILLIAMS WALSH /

States and companies hal?a'
started investing very differently
when it comes to the billions of
dollars they are safeguardirg for
workers' retirement.

Rowe, a Dallas investor and
Companies are quigﬁy and -
eraquaty moving e pecsion Ml the former chairman of the

funds out of stocks. They want to
reduce their investment risk and
bonds. /

But states and other bodies of . . .
memmen are s werer [l \WHICh oversees public plans in
make up Jor ground lost in the 0«

oo miomd WY th Doubl h
s cupleoveasmdopyal il that state. “Double up to catc
and future retirees. Higher re-
I u p ”

xe ynz more nzem M T@XAS Pension Review Board,
returns for their pension funds, to
turns come with more risk.

“In effect, they're going to Las *
Vegas,” said Frederick E. Rowe, a/
Dallas investor and the former
chairman of the Texas Pensiofi
Review Board, which oversees
public plans in that state. “Dqu-
ble up to catch up.” .
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July 25, 2009

By LESLIE WAYNE

SACRAMENTO — Big as California’s
budget woes are today, so are the prob-
lems lurking in its biggest pension fund.

The fund, known as Calpers, lost nearly
$60 billion in the financial markets last
year. Though it has more than enough
money to make its payments to retirees
for many years, it has a serious long-term
shortfall. Meanwhile, local governments
in the state are pleading poverty and say-
ing they cannot make the contributions
that would be needed to shore it up.

Those problems now rest largely on the
slim shoulders of Joseph A. Dear, the
fund’s new head of investments. He is not
an mvestment seer by u'alrung, but he

California Pensmn Fund Hopes Riskier Bets Will Restore Its Health

higher returns. He aims to pour billions
more into beaten-down private equity and
hedge funds. Junk bonds and California
real estate also ride high on his hst. Ana
then there are tmber, commodities und
Iafrastructure.

That’s right, he wants to load up on
many of the very assets that nave peen
responsible for the fund’s recent plunge.

{Calpers's real estate portfolio has tum-

bled 35 percent, and its private equity
holdings are down 31 percent. What is
more, under Mr. Dear’s predecessor, Cal-
pers had to sell stocks in a falling market
last year to fulfill calls for cash from its
private equity and real estate partner-
ships. That led to bigger losses in its stock
partfolio.

in-

“ Mr Dear wants to embrace some potentially o
“1 high-risk investments in hopes of higher

returns. .... he wants to load up on many of the
very assets that have been responsible for the
fund’s recent plunge.



BusinessWeek

April 23, 2009

PENSIONS WADE

INTO TOXIC ASSETS

CalPERS and other public funds, eager to boost returns,
may invest billions. But at what risk to investors?




Pension Advice for Hire

Ehe New JJork Times
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More States Start Inquiries

Into Conflicts of Interests May 7, 2009
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A survey of practlces across the country portrays a far-
reaching web of friends and favored associates: political
contributors, campaign strategists, lobbyists, relatives,
brokers and others, capitalizing on relationships and
paying favors. These influential figures can determine
how pension funds are invested....

“What has developed is a corrupt system, where Wall
Street, various fiduciaries, politicians and corporate
managers are draining America’s savings,” said
Frederick S. Rowe, a hedge fund manager who serves on
the Texas Pension Review Board, an oversight body.
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S.E.C. Looking at Pension Consultants

Concern That Advice May Be Tainted by Conflicts of Interest

By MARY WILLIAMS WALSH

The Securities and Exchange
Commission 5 inveatigating abowt o
dozen pemsson consalbing firms over

failsres to disclase com-
Thetsof imleres

The commizsion, after compietbng
nn if-month review, aaid vesterdsy
tBiaf mest comsultants that help pen-
shon fumds imvesy ibeir assets bad
business relationships chat could be

Cme particalar problem s B e
area of direceed brokerage, which
can happen when ithe penslon con-
sultant is part of a larger company
Thaat has (05 own: bedlkeer-dealer it

The SE.C. found e-mal!
bepaein the executives of one such
lmancial servioss company that de-
tmlled how chey planmed & strabegy of
finding “commission
MEmEy MUnagers — of money mon-

i vl B g 18 s the

provided enly BEmited disclnsure of
sach potentially conflicted activithes,
and 3 few provided no ssch discle-
sare ot all. 18 meded ihar pension con-
sultants did not have to be divisions
of larger mancial services compa-
nies 10 b ivodved in sech conllicts,
becacse ond  consulsamts
could form their own business rols-

tioniships with broker-dealers.
In its report, the S.E.C. stalf noted
Ehal &4 e Elbest sdvi EHIN

“The S.E.C.’s findings come at a time of

uncomfortable scrutiny for the industry. Pension funds
lost billions of dollars during that last bear market, and
they have not yet recovered.

The S.E.C. report suggests that at least some of
the underfunding is a result of pension assets being
Invested in ways that reward the consultants.”

managers, I their eagermeis to
drem pp business, wees BaporopTl-
ety paymg ihe panslon consaltants

The SE.C's lindings come ot a
tenbe of uncomfofable scruiny for
he indixsery, Pensbon Tands lost bil-
lions of dullars during the =5t bear
mncienl, and they hrve not et ritows
ered. The miilions of baley boommers,
meamwhile, are approaching retine-
ment ond preparing to draw chelr

i The painthal ch be-
reean s amound of money nesded
and the pmowmt available hos roised
quesrions sbour why The Mmooy was
Imeesned Lse way it was.

The SEC. report suggests that af
Igas some of the underfending i3 a8
resull of pensiom asscts being in-
vegbed in wave that rewand the con
Filtams

rRss
commission also found evi
that fimancisd serices exeos.
VS WETT PR SuTing mohey manig-
oFF 10 ENgRET In Tore trades, there-
by penerating mone oommissios.
Having o pay such commissions
would piediessly drain mongy ol of
1he pension fund
The SE.C. gtaff snid |if appeared
tht Edmie mafey mAnygers became
50 BIZIT ™0 curry faver wich the
pension. comsaltand™ thai they wers
willing o direct all thelr cliesis’
trading 1o the cosmeitant's pref:

broker. The mooey mam Id
do 50 in hopes of gein mandie
stifl more pension 7. nn the ex-
pense ol his enls, who would
b wold e alxwll e arcange-
mients

LELC. staff alwo found that the
L eajority of peedbos Consaliants

T =
chides giamts that do business world-
wide and have widnly recognimed
nadmed, llee Mercer Iivestment Con-
sulting. & umit of March & Mg
mam; Watson Wi and Wil
Aznsncigtes, But olhers are ]
jurst ot or two pecple, there s a
wide rang: = . Aller the
5EL began NRaFY, same oo
sultants b motivishes thar wero
oSt westion, And some conmel-
| rms have begon 16 promode

BEmEeives a8 confhel-fnss

The S.EC. counted [.T42 registersd
InweRTAnenE Adviners wid roparted
doing some emoant of work for pen-
sian funds, it exomined onby 24 of
them but said that about hall of the
cample was made up of the workd's
largest pensien consulting fiems. The
report did mol mame any of the cooe
shltireg frmeexamined.



Calpers Rocked
By ‘Pay-to-Play’

America’s largest public-pen-
sion fund, Calpers, revealed that
a former board member had
reaped more than $50 million in
fees for arranging investments
that could saddle state taxpay-
ers with hundreds of millions of
dollars in losses,

The disclosure deepens con-
cerns that alleged conflicts of in-
terest are undermining state re-
tirement funds.

The California Public Employ-
ees’ Retirement System said it is
launching a “special review™ into
payments by money managers—
ineluding hillionaire Leon Black's
Apollo Management LP—to
firms including Arveo Financial
Ventures LLC. Arveoisheaded by
Al Villalobos, who served on Calp-
ers's board from 1993 to 1995,

Calpers made no accusation
of wrongdoing. “We are gather-
ing facts to confirm that the £50
million in fees paid to Arveo did
not come at our expense,” said
spokeswoman Pat Macht,

Mr. Villalobos said in a state-
ment Wednesday that he would
cooperate with Calpers's re-
view, which he said would find
that staff, advisers and board
members at Calpers “have

acted properly.”

The disclosure stands to em-
barrass Calpers, a longtime
champion of good corporate gov-
ernance. It also promises to cast
the fund even deeper into con-
flict in California, because the
burden of Calpers's soured in-
vestments stands to fall Aatly on
taxpayvers who are already reel-
ing from a huge state budget def-
icit and steep unemployment.

Calpers funds the puaran-
teed pensions of retired state
employees from returns on its

investments and contributions-

from loeal governments, With
its investments tanking, Calpers
has requested more money from
municipalities. To pay up, many
of these governments will have
to cut services or raise taxes.

“Whenever any public fund
does anything to detract from
their investment performance,
the victims are local govern-
ments and state governments,”
David Crane, an econontics ad-
viser to Gov. Arnold
Schwarzenegper, said Wednes-
day.

Calpers's disclosure also re-
news guestions over the role of
the middlemen who collect fees
from private-equity Ffirms,
hedge funds and other invest-

Please finn to page A4
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As New York’s Pension Funds Lagged, Ma

By MICHAEL BARBARD
and RUSE BUETTNER

The Mew York cily comptralber,
Willliam C. Thempsen Jr., is stak-
ing his mayoral campaign on his
skils as a financiel manager,
which he says are exemplified by
hig supsvision of the nation's
largest munlelpal pension sys-
fem,

Bt a rewicw af how the 380 bil-
LEon swstem has performed sinee
he toale afffcs shows 1t has consls-

*[t's. consastently below aver-
age, and that's not where you
want tn be” sail Edward ACH.
Siedle, president of Bepchrmark
Finangial Services, o Florlda firm
that audits pension plans.

But Mr. Thompson has beni
fited from his association with
e pension system, cdllecling
mry Lhan S500,000 in campsugn
contribations from its growing
Foatar of moTey Managers sinog
he first enfered the 2001 mee for
COrneEEel

candidate and a financial expert
af equal stawre to Mayor BMi-

chital B Bloomizerg, a billionairs,

miedie mogul and Wall Sireet vet-
ebamn.

| Bt Beyrand politics; his decs-
stons hove far-reaching conse-
Gquences for an army of govern-
thienk refirees, wha have entrust-
el thelr reticesment fungds to his
office, and for cloy tacgpayers,
whio st pick up the tal if the
pension funds fall short of their

Ll iy

...the $80 billion system has
consistently lagged behind many of
Its public pension peers... as the city
tripled the number of money
managers it uses and the fees that it
pays those firms.

Annualizad rdhunm an st
mani July Z003 e June 2009

2% 4
HATIONAL

market index of the [|angest
Americin companies, Sioee he
took office, the domestic equity
portiolias of the citys largest
pension  Tunds  have roughly

their peess, For the sevan-yes
pericd that endad in June 200
the vear Mr, Heves| leit affice
the median anneal retiern fm
lapgs public pension funds wiE

The City Controller has benefited... collecting
more than $500,000 in campaign contributions
from its growing roster of money managers.

R R e

CMPLUAELE FUND

et

TEACMEFS FUND

Sotrro: Wishen FERT Lismvse Cosnadienh
Sanace
THE WEW POHLE Tobilh

S0l "The truth Is, T don't think
hat any one peraon heve, wheth-
ar it's tee chief investment offi-
cer, myself or seamedne else, can
manipulate the process.”

As the clty comfronts the eco-
nomic crisis, Mr Thempson's
oversight of persion investments
i= @ ey companent of hig&ffart to
sell hirmseld as 4 vial)e mayoial

pointed by ¢y afficials, incledi
tl'_lE eomptroller, and the maje
mEnicipal unions, 3
| But the trustees, who are pa
time and meet about bwice
mmanth, refy heavily an the eom
tepdler's staff, which owersees 1l
vatling of progpestive invesime
Taangers and makes recomme
dations to the trustess of ca

tk @imes
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September 3, 2010

Chief of New Mexico Pension Resigns

Bruce Malott, the chairman of New Mexico's educational pension fund, resigned after a disclosure
that he borrowed $350,000 from the father of a man who shared in as much as §22 million in
finder§ fees from state investments.

(September 3, 2010) -- Bruce Malott, the chairman of New Mexico's $8.55 billion educational pension fund, resigned following a
questionable $350,000 loan.

Malott's resignation from the New Mexico Educational Retirement Board came after he revealed to board officials that in August 2006, he
borrowed money from Anthony Correra, whose son, Marc Correra, was a political donor to Governor Bill Richardson. The Albuquerque
Journal reported that Malott, a former campaign treasurer for Richardson, used the money to pay $290,000 in federal taxes and $50,000
in state taxes that he owed after the US Internal Revenue Service determined that a limited-liability company set up by him and others was
used to avoid taxes. Malott reportedly denied allegations of using a placement agent, telling The Journal that when he obtained the loan,
he was unaware that Correra’s son, Marc, was getting paid by money managers to help them win business with the teachers’ pension




CalPERS investment officer linked
to bribery scandal resigns August 26, 2010

1

/ A senior CalPERs investment officer resigned today after being linked

to the pension fund's bribery scandal

/
!
I

A

§ Shahinian’s name surfaced in Attorney General Jerry Brown's lawsuit
boic against former CalPERs board member Alfred Villalobos and former Chief
Executive Fred Buenrostro. The lawsuit said Villalobos bribed Shahinian

Lel with an all-expenses-paid junket to New York in 2007.

|
A
fol Weeks later, without disclosing the trip, Shahinian persuaded CalPERs to

Vill invest $600 million with one of Villalobos' clients, Apollo Global
Sj Management. The deal generated a $13 million commission for Villalobos.

Shahinian with an all-expenses-paid junket to
New York in 2007.

Weeks later, without disclosing the trip,
Shabhinian persuaded CalPERS to invest $600
million with one of Villalobos' clients, Apollo
Global Management. The deal generated a $13
million commission for Villalobos.
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Former New York Comptroller Alan Hevesi, getting an earful from his attorney in Manhattan State Supreme
Court on Thursday, is now cooperating with authorities in the ‘pay to play’ probe.

‘Pay to Play’ Scandal

Gets a Key Guilty Plea

Among Others

Focus Turns to Financier Steven Rattner,

ormer New York State
Comptroller Alan
Hevesi admitted Thurs-
day that he traded ac-
cess to one of the na-
tion’s largest public pension
systems for personal benefits and
political favors, agreeing to coop-
erate with the continuing investi-
gation of the fund he once ran.
At one time among the high-
est-ranking politicians in New
York, Mr. Hevesi was barely audi-
ble as he stood up in court and
pleaded guilty to a felony cor-
ruption charge. He acknowledged
accepting nearly $1 million in
overseas travel, campaign contri-
butions and other benefits for
himself and others from a Cali-

administration “car czar,” and
Henry “Hank” Morris, Mr. Hevesi's
former chief political adviser.

“I deeply regret my conduct
and sincerely and deeply apolo-
gize to the people of the state of
New York, to the court and to my
family,” Mr. Hevesi, 70 years old,
told State Supreme Court Justice
Lewis Bart Stone in New York
City as his two sons and his
daughter sat watching.
Afterward, Mr. Hevesi
hurried out with his
lawyers trailed by re-
porters, declining to
comment and escaping
into an elevator.

When he is sen-
tenced, Mr. Hevesi
could face 16 months to
four vears in prison on
the felony charge, but

Daniel Hevesi, said the agree-
ment “speaks for itself.” Andrew
Hevesi could not be reached.
Mr. Hevesi's agreement to co-
operate could put pressure on
others to plead guilty as
Mr. Cuomo tries to tie up his in-
vestigation before leaving office
at the end of the year.
Mr. Morris denies allegations
by Mr. Cuomo that he doled out
investments by New
York’s $125 billion fund
in exchange for kick-
backs as a placement
agent and as rewards
for political allies. Mr.
Morris is scheduled for
trial next year.
On Thursday, Mr.
Hevesi said Mr. Morris
“steered Common Re-
tirement Fund invest-

WALL STREET JOURNAL
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SEC Bans
‘Pay to Play’
For Advisers

WASHINGTON—The Securi-
ties and Exchange Commission
took a step toward cracking
down on “pay to play” schemes,
barring investment advisers who
want to manage public pension
funds from donating to politi-
cians who oversee the funds.

The 5-0 decision by the SEC’s
commissioners followed scandals
in New York state and elsewhere
in which investment advisers
were accused of making political
payments to help themselves get
government business.

The agency backed off a re-
lated proposal that would have
banned investment advisers from
hiring so-called placement
agents to help them secure pen-
sion-fund business. Under the
regulations passed on Wednes-
day, investment advisers can use
placement agents as long as they
are registered with the SEC or
the regulatory organization
known as the Financial Industry
Regulatory Authority. Companies
with large placement-agent busi-
nesses, including Blackstone
Group and Credit Suisse Group,
had lobbied against the outright
ban.

SEC Chairman Mary Schapiro

She alluded to an April settle-
ment in which private-equity
firm Quadrangle Group LLC
agreed to pay a $12 million fine
to resolve civil charges by the
SEC and New York Attorney Gen-
eral Andrew Cuomo’s office. Au-
thorities alleged Quadrangle se-
cured a $100 million investment
by the New York State Common
Retirement Fund only after a for-
mer executive arranged to dis-
tribute the DVD of a low-budget
film produced by a state official
and his brothers and paid more
than $1 million in sham “finder”
fees to the top adviser of the
state comptroller.

“Our recent cases may repre-
sent just the tip of the iceberg,”
Ms. Schapiro said. “I fear that
many other efforts to influence
the selection of advisers to man-
age government plans pass un-
noticed or, though highly sus-
pect, cannot be proven to have
crossed the line.”

The SEC rule prohibits advis-
ers from offering services to
pension plans for two years if
they contribute to an elected of-
ficial or a candidate who could
be in a position to hire money
managers. Certain executives
and employees of the money

WALL STREET JOURNAL

June 30, 2010




S&P Sheds Light  vLess an asvertisea 713 yuil st 1L

Quarterly eamnings per share for the

4 4 companies of the S&P 500, as reported,

Orl Ccountl,r'g ' and as adjusted by Standard & Poor’s to October 24, 2002
include items such as employee stock-
option grants, pension interest expenses

For Pension C O S t S and adjustments and goodwill.E

By CasseLL Bryan-Low 4 As-reported

pen-. Standard &
sion funds have eclipsed stock-option expens-:
ing as thanew hot-button issue of accounting. :

“..many companies assume... that their pension plans
will return 9% or 10%, while in reality the stock market
has resulted in widespread negative investment

returns.”

” CX[D ¥ I - 0
Please Turn to Page C3, Column |
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Pension Gaps Loom Larger

Funds Stick to ‘Unrealistic’ Return Assumptions

By Davip RELLY

Many of America’s largest
pension funds are sticking to ex-
pectations of fat returns on their
investments even after a decade
of paltry gains, which could
leave U.S. retirement plans fac-
ing an even deeper funding hole
and taxpayers on the hook for
huge additional contributions.

The median expected invest-
ment return for more than 100
U.S. public pension plans sur-
veyed by the National Associa-
tion of State Retirement Admin-
istrators remains 8%, the same
level as in 2001, the association
says.

The country’s 15 blggest pub~
lic pension systems have an av-
erage expected return of 7.8%,
and only a handful recently have
changed or are reconsidering
those return assumptions, ac-
cording to a survey of those
funds by The Wall Street Jour-
nal.

Corporate pension plans in
many cases have been cutting
expectations more quickly than
public plans, but often they were
starting from more-optimistic
assumptions. Pension plans at
companies in the Standard &
Poor’s 500 stock index have
trimmed expected returns by
one-half of a percentage point

over the

their avers
is also 8%,
lyst’s Acco
search fir

m 2001

Expected investment return rates for public pension
plans, by number of plans reporting particular levels
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: T’ublic Pensions Cook the Books

ere's a dilemma; You manage a
Hpubﬁc employes pension plan

and your setiary tells woo it is
significantly underfunded. You deon’t
wanl to raise contributions, Cutling
benafits is out of the guestion. To be
honest, you'd veally rather not even ad-
mit there's 4 probiem, lest taxpavers
et wpget,

What to do? For the administra-
tors of two Montate pension plans,
the answer is obvigus: Get anev actu-
ary, O at least that's the essence of
the managers recent solicitations
for actuarial services, which warn
that actearies whae Gvor reporting
the full market valwe of pension lakil-
itios probably sheuldri*t bother apply-
tng,

Public employes pension plans are
plagued by overgenerous benefits,
chyenic underfunding, and now tril-
lion dollar stock-markst losses. Based
on thelr preferred accounting meth-
ods—which discannt futwre liabilities
based on high but uncertain returns
projecied for Investments—these
plans are underfunded nationally by
around $310 billion.

The numbers are worse Using mar-
ket viduation methods (the methods
private-sector plans must usel, which
discount benefit ligbilities at lower in-
terest rates to reflect the chanee that
the expected returns won't be real-
ized. Using that method, University of
Chieago economists Robert Nowy-
Miarx and Joshua Bauh calenlage that,
avan prinr to the market collapse, pub-
lie pensisns wers actually short by
nearly 2 trlllion, Thal’s nearly
SRTO00 per plan participant. With em-
Ployea benetits guarantead by law and «
semeiimes even by state constitu-
tions, it's likely these gargantwan
shortfails will have to be borne by un-
suspecting thapayers,

Some public pension administra-
bobs fave a stratey, thoughs Keeps tay-
payers unsuspecting. The Montana
Public Employees' Retivement Board
and the Montana Teachers' Retire-
ment System declave ina recent solici-
tation for actuarial services that “If

the Primary Actuary or the Actuarial
Firm supports [market valwation] for
public pengion plans, their proposal
may be disquatified From further con-
sideration”

Seott Miller, legal counsel of the
Montana Pablic Employees Eoard,
was more straightforward: “The
pobnt is we aren’t interasted in bidng-
Ing In an actuary to pressure the
Board to adopt inarket value of Kakili-
ties theory”

Whike corporate pension [ueds are
veguired by Jaw 1o wse low, visk-ad-
justed diseount rates to-calealate the
market valie of thelr liabilities, pallic

Some plans want
to hide the truth
from taxpayers.

enployee pensions are not, However,
financial economists are united in he-
ligving that merket-based technigues
forwaluing private seclor Investments
should alzo he applied to poblic pen-
SHIOTES.

Beeause the power of compound in-
terest 1s so strong, discounting futuce
henefit costs using a pension plan's
high expected vetwrn rather than a bow
riskless return can sipnifieantly re-
duce the plan's measured fumding
shortfall. But it does zo anly by ignor-
tng risk. The expected return implies
only the "expeckation”—meaning, at
least a 50% chance, not a guarantee—
that the plan's assets will be sufficient
tomeet ivs liabilities, But when future
benefits are conridered to he viskless
by plan perticipants and have been
riled to be so by state courts, a 51%
chance that the returns vaill actually
be therve when they are needed hardly
constitutes full funding.

Public pension adininistrators ar-
e that government plans fundamen-
tally differ from private sector pens
ShORg, sinee the govermment cannat go
ont of buginess, Bven so, the only trme
advantage public pensions have ovar
private plans s the ability to calse
taxes. Byt asthe Congressional Bucdget
OFfice has pointed out in 2004, “The_

gevernment does not have a capacity
to bear risk on its own'--rather, goy-
ernment merely vedistributes rish be-
iween laxpavers and beneficiaries,
present and future,

Market valuation mekes the costs
of these potential tax increases ex-
plieit, while the public pension admin-
istrators’ approach, wilch cheoures

THE WALL STREET JOURNAL.

1

Some plans
want to hide
the truth from
{taxpayers.

plans to take the same low road that
the two Maontana plans wanl to take.
It argues agaiost reporting the mar-
ket valuation of pension shortfalls,
But the aszociation's ebjections scem
less agalnst market valustion itself
than against the fact that higher re-
ported wnderfunding “could encour-
age pliblie sector plan sponsers to
abandon their traditional pension
plans in lien of defined contribution
plans.”

‘The Government Acconnting sean-
disrds Board, which sels guldalines for
public pension ceparting, doses not cur-
rently call For reporting the market

~value of public pension abilities, The

board annouwneed last vaar a review of
its position regarding market valoa-
tien but says the review may aot he
rermdeted untll 2013,

This is teo long for state taxpayors
b wrandd e finwed cut howr many tritlions
they owe.

Mr Blges s o restdent schiolar at
the American Enferprise fstifnde,

July 6, 2009




Pension Bomb Ticks Louder

FTI\ he time-bomb that 1s public-pension
obligations keeps ticking louder and
AL lowder. Eventually somecne will have
Lo noptice.

Using theze higher roturn rates for their
nension portfolios, the pension glants caleu-
late a much smaller, but still significant, 355

hillicn shortfall. Discounting

This month, Stanfords  California’s public funds  sabilities at these higher

Institute for Economic Pol-
icy Research released a

are assuming

rates, however, ignores the
probability that actmal re-

study sugpesting a more III!l]I{t‘ljr rates of return.  turns will f20l below ox-

than 5500 billien unfunded it

pected Ie:'.q,]:. and allows

liability for Calif
thres higeest pensio

THE WALL STREET JOURNAL.

April 26, 2010

xacrevnversesd $500 billion unfunded liability for California's

System, The shortf:
size of this vear's Ca

wammsmore {NFEE DIGgQest pension funds—~Calpers, Calstrs

approved general of

wmne amomees | AN the University of California Retirement

Jack Ehnes declared
[ . N ul'd
gﬁﬁtrﬂ?p}‘;:ﬁmlh Sy S t e m .

brand of Stanford, it

quite a bit™ He called its a.wumplmns"fau]ty

its research “shoddy” and its conclusions "po-
Titical.” Calpers chief Josenh Dear wrote in
the San Francisco Chronicle that the study is

“fundamentally flawed” because it "uses a

controversial methad that is out of step with
governmental accounting standards,”

right. What this means is that taxpayers are
on the houok if the econemy falters or the pen-
sion portfolios don't perform as well as ex
pected.

As David Crane, California Governor Ar
nold Schwargenegger’s adviser notes, this
year's unfunded pension lahility i next year's

Those standards
The Stanford stu

aumesnray CalStrs assumes a rate of return of 8%, Calpers

to 10-year Treasury

heommesenerd 7.75% and the UC fund 7.5%. A 5% return is

lowes prbic pension £

lighilities at thei 1 1
mittes st e ot mOre realistic.

assumes a rate of reld

and the UC fund 7.5%. Buf the LEO 0! lhe glo-
bal investment management firm BlackBock
Ing., Laurence Fink, savs Calpers would be
lueky to earn 6% on its portfolio, A 3% return
is more realistic,

Last wear the accounting board proposed
that the public pensions play by the same
Tules as corporate pensicns. But unions for
the public emplovees balked because the
changed standard would likely require em-
plovees and employers to contribute more to
the pensions, cspecially in times when infer-
wsl rates are low. For now, it appears the pub-
lic employes unions will prevail with the sta
s quo accounting method.

-
change the funds when markets are booming.
It also recommends shifting invesuments to
more fixed-income assets to reduce risks.
But whal the public-pension giants find

“nolitical” and “controversial™ is the study's
recommendation to move away from a de-
fined benefits system to a AM(K)-style systam
for new hires, Public emploves unions oppose
this because defined benefils plans are usu-
ally more lavish, and someone else is on the
hook Lo make wp shortfalls, Calpers and Cal-
strs are decrying the Stanford study becanse
it has revealed exactly who is on the hook for
all of this unfunded ohligation—California’s
taxpayers.




SEC Sues
New Jersey
As States’
Finances

Stir Fears

/

By KARA SCANNELL /
AND JEANNETTE NEUMANN ;

The Securities and Exchange
Commission, in its first securi-
ties-fraud case against a state,
accused New Jersey of mislead-
ing investors about the health of
its two largest state pensions
while selling billions of dollars in
bonds. -

WALL STREET JOURNAL

August 19, 2010

The Securities and Exchange
Commission, in its first securi-
ties-fraud case against a state,
accused New Jersey of mislead-
ing investors about the health of
its two largest state pensions
while selling billions of dollars in
bonds.
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The Illusion of Savings

By MARY WILLIAMS WALSH M : : fects, are already in use in Rhode Island,

Earlli"er this year Lllinois said it had Several States JOln Illlno‘ls Texas, Ohio, Arlfansas and a number of

found a way to save billions of dollars, Li=" : : ! ~agther places, allowing those states to har-

would siash the penisions of worwﬁﬁad Il'l RlSky Pen510n Accountlng V@T%gggiémiay by imposing cuts on
workers 11 uture.

not yet hired. The re woid savings "™ malli .

would not mategiah/@ for decades, of L , Texas saved Milligns of dollars this

course, b#waﬁcs to an actuarial trick, the state could start counting the ~Year after raising its retirement age for future hires and riag them from
1

sagagﬁ is year and use it to help balance its budget. counting unused sick leave in their pensions. More savings will”@min
ﬁ . . 5. - - ., a1y alen icar g ~atiro a1 . i St k.

comiing voare RPhaode

Several States Join Illinois in a Risky Illusion of Pension Accounting
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that we stick our heads in the sand.”




CLEANING

UP
CALPERS

Bloomberg

October, 2010

After the largest U.S.
pension fund lost $70
billion and got embroiled
in an influence-peddling
scandal, new investment
chief Joe Dear says the
only way out of this mess
is to take more risk.




1.3 billion pensioners '

expected by 2040

Structure of the family
will be transformed

15 gl Lo

Glo

theguardian

July 24, 2009

al greying will test

rich and poor nations
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Tick, Tick...Boom!

Terror alert: America’s pension time bomb is ready to explode.

SORAECH THE MASTIEST CONFLICTS BN AMERICAS FUTURE
hive recemtly begun 1o reveal themselves, Let's call them,
oy, thi peesion wans. They o frught oo o wide range
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behind funny
accounting,
ready to
pounce on
unsuspecting
investors.

by Janice Revell

. Jthink we’re faced with
the worst financial situation,”

Says One asset manager, ... | S
“smce the Depression. £ "W
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Here comes the crash

Boston sage Jenermy
Grantham thinks investors
are facing two tough years
ahead. About $70 billion
of smart monay says the
guy is no Chicken Little.
By David Stires

Tali tov feresrme Crmnnrhsmm absou the s1eek
ks, and you ger the impressaon the sky
ixaboist t fxl Fog years the chasm and
chiel sirategist of maney-managemen
firm Girantham hayo %an Oicerlon has
br ploclully rattleng listeners” nerves
wly s clsiom thal e exoessaes af ike doi-
eom ikl atill havent boon unwound
and that the kel is headed for apother
precipious deop. Aboul @ year ago his
prediction hecame aiarminghy specific,
Shortly afier this yeas's clection. he ap,
ke kel will sink ines o Back ke,
krsing ahowt o third of s wnlue over the
neat two Lo three years, He sourded 1his
g noved pubiicly al the anmus Mom-
ingatar mvestment wonlerence m Juby In
bz Ceoober, speaking from hds clegnnk
Baorsvon tormliouse, ho obd FORTUNE,
e e sl i b usrve g of th preat
e hull rarker in American hisiary.™
Crantham, 66, cleardy eellshes ks wke
asstock macket CUassandng, Hut s nol &5
thsugh he's some modman whao just baoks
wnil aof the asdam A Briisher who grad-
wited Fromn Harvand Business Schiool im
1960, Liramtham co-founded Batiery
marnch Finenceal Management before
binching M0 wich Dick M and Evik
Wan Orterloo an 1978, Useng GO
comnpaier mcideds, ke has ﬂ'|||:1.|; sveral
wecll-Rimed calls. In 198 nish siocks sgll-
ing al ferc-salle price sand the goonamy re-
wimering. he predicied the market aos

mipe bor i imaer rally,” Thal vear the 1L5
marker kicked off s kanpest ball pan over
Iz alsa called 1he top of the Japanese
brubble an 1988, the resurgence of LLS
Earge cups i 199, and the rellies in U5
sonall-capand value stocks in 00, Some:
vetoran market walchers consider bem ome
ool Bl e psteatepgists in ke garme. -~ Jeremy
Fas great ideas,” savs bonglime clicnt Jack

Meyer, wha oversees the $23 billaon en-
demement of Harvard University, “Anl
ha's uswzlly right, which is 2 irue miny
im il invesimont business.”

10 beard 4o argue with Grantham's re-
sulls. Siege inepliom, MO s Iwn dazen
funnils b Peearem et fospoctng: Bench-
marks hy pn aversge of thice pement-
age pninla a year afier le=s, i recenl
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BARRON'S The Wealth Trap

Loading up on stocks for retirement requives unloading them later
June 28, 2004

Anyone who looks ahead can
see that when boomers'
retirement plans need cash to
pay retirement incomes, they
will have to sell stocks,... A
prolonged bear market is

likely... that will destroy the
retirement plans...

i ket ls lBkely, and many of the inaidecs
owill be sble o make momer al prices
; Wh\'ﬂl sty Abe Tk el BN

B Ho fan Che way that retirement
iz Biberally tranefer meney Crom mid-
it dle-clane workers 1o corpoiate inniders
b nnd irflate the vatoe of the irsider’s port=
o= (olios has not been revogmized. But une
B lesp this arslysa @ wrong it s oniy &

8 mobier of tire untll that hsppem,




The $44 Tillion FORTUNE
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I'he baby-
boomers are
about to retire,
and it’s going to
cost us—hig.
Here's what the

. we’'re heading for a crisis
with no escape ...one day
financial markets will wake up
to the size of the problem and
send interest rates through the
roof ... the government will be
forced to ... raises taxes and cut
benefits.”

covernment
doesn’t want
you to know.
BY ANNA BERNASEK

MAAM WITH A MISSION Boston Un ety
ek 15 & nne-mian fodsl wan
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Public Sector Workers Are the New Privileged Elite Class

Outrageous public pay, pensions, and inherent corruption are enraging private sector
America

By MORTIMER B. ZUCKERMAN
Posted: September 10, 2010

We really are two Americas, but not those captured in the stereotypical populist class warfare speeches
that dramatize the gulf between the rich and the poor. Instead there is a new division in America that
affronts a sense of fairness. That division is between the workers in the private sector and the workers in
the public sectors. No guesses which is the more protected. A new study by the Mayo Research Institute,
based in Louisiana, demonstrates that there is a striking differential in the impact of the recession. In
2009, the study found, "private-sector workers were nearly three times more likely to be jobless than
public-sector workers."
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Public Pensions and Our Fiscal Future

Few Californians in the private sector have $1 million in savings, but that's effectively the retirement
account they guarantee to many government employees.

The Cost of the Protected Class
By AR NOLD SCHWAR ZEN EGG ER California job losses 2008-2009, private sector vs. public sector
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“If we take a late retirement and an early
death we’ll just squeak by.”




El]t New ﬂurk Cimes Sunday, June 13, 2004
SundayBusiness

Healthier and Wiser?
Sure, but Not Wealthier

As Pensions Slip Away, Retirees May Take a Fall

By MARY WILLIAMS WALSH

¥ manmy mensures, today's ader workers appear
Bbﬂ.beruq'umd for reliremest than s nmrim

pErerstkn Their homes are worlk more than
T parssie” honmed sare. Thedr binll soounis ans Ta-
ter, Anil study afies sy Suggess mat oypleal Tuie
mAdE-age amployees hyve sccomulaced mope weath
ey thidr covsmerparta dd o qUOrtET-Cen bary ogn.

But virmally ollof these soodies kave o flaw, a crue
lnl zsset tiat 1s daft put of the sqeation Add it back o,
and the romy ploture suddenly darkens.

Tl asaed 1% the traditiondd pardion, o o mphces
benetil thal was wiiely avallable untll the early 1980
but has bean vanishing Irom e Amsarican sorkplace
et alncn. Mors than feo-tdrds of obfer Rrsehoids —
Ehese Teadod 47 10 84 = hed semeone
a penston In 1WM,MHJ1M half Mm
mise of the old-<oshioned pension s been. msch dis-
onsaed, but Ehe effect on Bamily Pinences hea nok. Thal s
becuuse che Impact has been hard b mesure,

Piew idincs suiieess, hodgh, thal the waning of
Slee pensbon s, Imgmercepd by BC surely, seripped okl
ar workers of an imomesee score-of wealth — meech more
than they protahly guessed, U ehey Haught gbout It at
@l Retirement bonefies redoy, partioul e 408 )
acoownt, sireply arened worts as muoch as the older kind
af benefits, Some studies suggest slherwiss, bul Ly
et 1o Teiy on moeraps baliew i of neLrEmEn RSSaLatE,
arie} ghe gverages bive b skewod upuand by the ex-
Iraordinary ghdr of & few weahhy bousehobds.

Whide dre bdditgs of nuire fypleal houscholds are
iracked Inscead, ipdiy's TEar-relnecs urn out b be o
lifth: poarer, in consiont dollars, than the previous gen-
eratlon was when it opprooched retirement in ER33 The
Fweeping change in ermployes compendatian appears b
o= L rensum, avcording e new research by Esheand B
Walll, an ecinomisl al m'ﬁ' "fm Uml"m '-m ﬂ'-
Ty 1R iypwurse off 4 o by
h Fodernl Reserve,

Mr. Woddl found thst the oveTege ned worth of an
sider houschold grow -cent, adjusted for inflxllon,
frean 1883 to 2001, mil‘l'r.;ﬁ lulfdu:tm‘lhmmm
wag in the acocounty of mhchest linsebolds, which

e Averages up. 'H'hn Mir. Woll! [ooied 1 the
nal eorth < Bhe mediin oliler hooseheld = theone on ke
mifpaint of 1he ecsmmmic |adder, a betier Indicesor of
what 15 typical — che jicture changed. That figure de-
clined by X anl, 0F 000 di the period, io
R perc i pei

For o gencrolion 10 emsrgs (fam o Sallish dec-
s wilk less wealih than s pareacs Ead “v oereerk-

able,” Mr. Wolll sakl. Besed on ecregec prowth amd
markel retums over thoss 16 years, he sald, thelr
woesslith “showld b up aeound 30 oF 50 peroese.”

The Fed's housebeld-dinance dan also skow that
e, [t | OGS, RIS BCTE COMIMAN, Ehey served as a.so-
elal lmveler, Companies Dt offered them hod (o use the
same pension formula, bvelving years of service and
salary, for all workers o a plan; olhervise, te comps-

mm#mmmm rich In thriee
days bought big and irvvesged o slacke and
wiher astela thal wene out of resch Tor the mid-

b clicss. Faa penshens woald effsel, 1o seme
degeen, e dilfereacn Bgtwezn how chise
groeps Uved In.otd age Troditional pension
uns were part of & system that reduced
the poverty rate among the siderdy 1o
1 in 19 in 30, the fowesl tn kall &

The sdvent of asd-direcied ratire
N plans, by comnras, Is giving rise
e 5, @A ERCEITY whe are el pre
pared Por retirement, and & majoriy
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