Simply stated, the carried interest loophole
is the mistreatment of hedge fund and
private equity fees as capital gains, rather
than ordinary income.
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INTRODUCTION:
THE CARRIED INTEREST
LOOPHOLE
Understanding what the
Carried Interest Loophole
is and why Trump and
Congressional Republicans
kept it alive in the Federal
Tax Law.
The carried interest loophole is
among the most costly and wasteful
tax loopholes out there.

Instead, with last year’s new federal tax law, Trump
and Republicans chose to increase the trillions of
dollars going to billionaires and corporations while
threatening vital investments in housing, education
and healthcare.2
During his presidential campaign, President Donald
Trump pledged to close the loophole, saying that “the
hedge fund guys are getting away with murder...I
have hedge fund guys that are making a lot of money
that aren’t paying anything.”
Now, of course, many of those “hedge fund guys” are
in the Trump administration or otherwise advising or
funding Trump.

It’s a massive giveaway to hedge
fund and private equity firms that
costs federal taxpayers $18 billion
each year. Here’s how it works:
These firms charge their investors
fees for managing their money,
but rather than classifying this as
income they deem it carried interest,
allowing them to pay lower tax rates.
Despite agreement from economists and tax experts
across the political system that the carried interest
loophole, should be closed, Trump and Republicans
have refused to touch it.1

So it’s not surprising that Trump and Republicans left
the carried interest loophole intact. Former hedge
fund and private equity fund billionaires in the Trump
administration include Commerce Secretary Wilbur
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Ross and Treasury Secretary Steven Mnuchin. Trump
advisor Stephen Schwarzman, the billionaire CEO of
private equity firm the Blackstone Group, hosted a
fundraiser for Trump the day after the Senate first
passed the tax bill, in November.

STATES TAKING ACTION:
NEW JERSEY SPOTLIGHT

Besides occupying key positions in the Trump
administration, the hedge fund and private equity also
spent enormous sums lobbying on the federal level
and making donations to Congress to ensure that the
new federal tax law would not impact carried interest.

It’s still possible for New Jersey to
act. New Jersey can join states
around the country in closing the
loophole and raising much-needed
revenue to fund schools, hospitals,
and vital infrastructure.

According to the Center for Responsive Politics, this
cycle Schwarzman’s Blackstone Group is the #1
donor to Senate majority leader Mitch McConnell,3
the #2 donor to Paul Ryan,4 and the #3 donor to
Senate minority leader Chuck Schumer.5

Regular, everyday Americans were the losers in the
federal tax bill. But there’s still a chance to change
that. As hedge fund and private equity billionaires
increasingly call the shots on the federal level, state
and local action is crucial.

Steven Rosenthal, a tax expert at the Urban-Brookings Tax Policy Center, summed up the failures of the
bill for Bloomberg: “Carried interest was a key litmus
test of whether the bill can be called tax reform, and
it failed. This legislation was a Swiss cheese.”

Legislatures across the country can pass legislation
to tax the carried interest of hedge funds, private
equity firms, and other investment vehicles
headquartered in their jurisdictions at ordinary rates
– and raise money to fund schools, hospitals, and
vital infrastructure.

The bill delivered major new giveaways for billionaire
investment managers – the Wall Street Journal called
the legislation a “shot in the arm” for private equity
and quoted a managing director at private equity firm
Hamilton Lane saying the industry “is very much a big
winner out of the reform.”
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In New York State, Governor Andrew Cuomo
included a fairness tax on carried interest income in
his 2018 budget.
Similar legislation has been proposed in
Massachusetts, Rhode Island, Connecticut, New
Jersey, Maryland, Virginia, the District of Columbia
and last year passed the Illinois State Senate.
The legislation would raise billions or hundreds of
millions of dollars in much-needed revenue in all
of these states.

INTRODUCTION FOOTNOTES
1 Fleischer, Victor. How a Carried Interest Tax Could Raise $180 Billion. The New York Times. June 5, 2015.
www.nytimes.com/2015/06/06/business/dealbook/how-a-carried-interest-tax-could-raise-180-billion.html
2 Cancryn, Adam; Ferris, Sarah. Tax Bill Could Trigger Historic Spending Cuts. Politico. November 30, 2017.
https://www.politico.com/story/2017/11/30/tax-bill-spending-cuts-gop-congress-274337
3 OpenSecrets.org
https://www.opensecrets.org/members-of-congress/contributors?cid=N00003389&cycle=2018
4 https://www.opensecrets.org/members-of-congress/contributors?cid=N00004357&cycle=2018
5 https://www.opensecrets.org/members-of-congress/contributors?cid=N00001093&cycle=2018
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NEW JERSEY COULD
RAISE $108 MILLION OR
MORE FROM CLOSING
THE LOOPHOLE

Using a conservative methodology
for estimating the potential annual
revenues, the analysis in this report
reveals that state action on carried
interest could recapture many
This report from Hedge Clippers uses billions of dollars across the country,
hedge fund and private equity data
with hundreds of millions or billions
from Preqin to show that New Jersey for each state.
could raise huge sums of revenue by
New Jersey could raise $108 million
acting to close the carried interest
or more from closing the loophole.
loophole.

EST. ANNUAL REVENUE GAINED BY STATE TAX ON
CARRIED INTEREST:

NEW YORK: $3,726,821,695.70
CONNECTICUT: $535,458,159.04
NEW JERSEY: $108,462,331.22
MASSACHUSETTS: $938,146,374.90
CALIFORNIA: $1,621,611,614.32
ILLINOIS: $433,946,785.94
PENNSYLVANIA: $212,103,270.95
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WHAT IS
THE CARRIED INTEREST
LOOPHOLE?
Simply stated, the carried interest
loophole is the mistreatment of
hedge fund and private equity
fees as capital gains, rather than
ordinary income.
According to the New York Times,

Partners at private-equity firms and hedge
funds typically treat a big portion of the
fees they charge their clients as a capital
gain — that is, as profit on the sale of an
investment — so they can pay tax at the
capital-gains rate of 20 percent (plus a
surtax of 3.8 percent typically).
Ordinary income is taxed at a rate of up
to 39.6 percent. But labeling fees as capital
gains is a stretch, in part because the
partners generally earn their fees by
managing other people’s money, not by
investing their own.6
Hedge fund and private equity funds are usually
structured as partnerships. The fund manager is the
general partner of the funds, and the investors are
limited partners.
Investors often supply the majority of the capital, and
the fund manager is supposed to supply investment
expertise. For the services the investment manager
provides, they charge certain fees.

In both hedge funds and private equity funds, the
standard fee structure is “2 and 20”—two percent of
the fund assets per year are taken as the
management fee, which covers operating costs.
Twenty percent of all gains over a certain benchmark
rate are taken by the fund manager as the
performance fee.7
As the name implies, managers’ “performance fees”
are based on how well they’ve performed for their
clients. Anyone who has ever worked on commission
will understand this arrangement—by providing
workers a percentage of the profits they generate,
employers maximize the incentive to increase those
profits. 8
By contrast, investors’ returns are based not on
performance but on the amount of money they have
put into the fund. They may gain profits from their
investments, or they may lose the money they have
invested, while hedge fund managers only gain.
Not surprisingly, given these differences between
the position of hedge fund managers and
investors, the vast majority of legal and economic
experts consider ‘carried interest’ income.9

If the federal tax code reflected this
consensus, carried interest would be
taxed as ordinary income at a top
rate of 37 percent. Instead, many
June, 2018 — Hedge Papers No. 60
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fund managers treat this fee as an
investment profit, taxed as long-term
capital gains at a rate of 20 percent
or less.10 That 17 point difference
costs taxpayers $18 billion per year.11
While the GOP-controlled Washington has
failed to act, New Jersey can reclaim some of that
lost revenue.
States with a lot of hedge fund and private equity
managers can raise hundreds of millions or billions
of dollars – and all states can raise something,
merely by imposing tax fairness on an out-of-control
loophole.

WHAT IS THE CARRIED INTEREST LOOPHOLE? FOOTNOTES
6 By the Editorial Board. New York Challenges a Tax Privilege of the Rich. The New York Times. March 11, 2016.
https://nytimes.com/2016/03/11/opinion/new-york-challenges-a-tax-privilege-of-the-rich.html
7 Marples, Donald J., Specialist in Public Finance. Taxation of Hedge Fund and Private Equity Managers.
Congressional Research Service. March 7, 2014. https://www.fas.org/sgp/crs/misc/RS22689.pdf
8 Marples, Donald J., Specialist in Public Finance. Taxation of Hedge Fund and Private Equity Managers.
Congressional Research Service. March 7, 2014. https://www.fas.org/sgp/crs/misc/RS22689.pdf
9 Orszag, Peter. Congressional Budget Office Testimony: The Taxation of Carried Interest. July 11, 2007.
https://www.cbo.gov/sites/default/files/110th-congress-2007-2008/reports/07-11-carriedinterest_testimony_0.pdf;
http://www.taxpolicycenter.org/briefing-book/key-elements/business/carried-interest.cfm
10 Plus a 3.8% Medicare surtax
11 Fleischer, Victor. How a Carried Interest Tax Could Raise $180 Billion. The New York Times. June 5, 2015.
http://www.nytimes.com/2015/06/06/business/dealbook/how-a-carried-interest-tax-could-raise-180-billion.html
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THE FIGHT TO HOLD NEW
JERSEY’S BILLIONAIRES
ACCOUNTABLE
When pugnacious Governor Chris Christie left office
(and political life) in disgrace last year, he left behind
a state riddled with major fiscal problems including
an $8.7 billion structural deficit, a near-bankrupt
pension system, and the second worst credit rating in
the country. 12
These issues are compounded by a weak economy,
underfunded schools and crumbling infrastructure.
In order to dig out of its current fiscal and economic
hole, the state must increase revenue while
investing in its young people, working families, and
transportation systems.

The men profiled below are all likely beneficiaries of
the carried interest loophole, all worth billions of
dollars, and several have at times sought to use their
wealth to either raise themselves above the law or
change laws outright.
Dozens of hedge funds, private equity funds and
venture capital firms in New Jersey likely benefit
from the carried interest loophole -- but these are
some of New Jersey’s most controversial and
destructive hedge fund managers, and they’re the
type of guys who should be paying their fair share in
taxes to fund schools, housing, transportation and
jobs in the state they call home.

Raising the needed revenue will require every New
Jerseyan to pay their fair share — especially the
richest among us.
Unfortunately, some of the state’s wealthiest
residents are resistant to the thought of paying for
the infrastructure, educated workforce and social
safety net necessary for a sustainable, equitable
economy, preferring instead to benefit from others’
tax dollars.
WHAT IS THE CARRIED INTEREST LOOPHOLE? FOOTNOTES
12 Young, Elise, Kaske, Michelle, “Murphy’s Promises Meet Budget Reality as New Jersey Pension Hole Looms,”
Bloomberg, March 12, 2018.
https://www.bloomberg.com/news/articles/2018-03-12/murphy-s-promises-meet-budget-reality-as-n-j-pension-hole-looms;
Naroff, Joel, “New NJ Gov Phil Murphy faces monumental budget problems, including a ‘dagger to the heart’ tax issue,”
Philadelphia Inquirer, January 16, 2018.
http://www.philly.com/philly/business/new-n-j-gov-phil-murphy-monumental-budget-education-pension-infrastructure-taxes-deduction-christie-chris-20180116.html
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NEW JERSEY HEDGE FUNDS,
PRIVATE EQUITY FUNDS AND THE
CARRIED INTEREST LOOPHOLE

MFP
INVESTORS,
MICHAEL
PRICE
Jacking up stock prices damn the
costs to society — like massive job
loss, economic collapse or a housing
affordability crisis.

Dunlap was ultimately forced to pay a $500,000 fine
and was banned for life from serving as an executive
or director of a public company.16 The Sunbeam
scam was not a first for Price’s “favorite CEO”17, who
oversaw an apparent turnaround at a company called
Nitec just before the company went bankrupt.18
In 1995, Price’s push for a merger between Chase
and Chemical banks led to another 12,000 layoffs,
while also creating the largest bank in the country,
increasing concentration in an industry that would
soon be full of institutions too big to fail.19
The kind of concentration encouraged by Price not
only increased the likelihood that a crisis in one
market could lead to a systemic failure that would
wipe out wealth for millions of Americans20, but it
allowed banks to hike fees21 and left millions of
“unprofitable” customers unbanked.22

Michael Price has become well known as an activist
investor, a shareholder who will pressure the
companies he invests in to make decisions he
believes will increase their stock prices.13
In 1996, Price pushed Sunbeam to hire “Chainsaw”
Al Dunlap as its CEO, “a move that practically
guaranteed large layoffs” and ultimately resulted in
over 12,000 Sunbeam workers losing their jobs.14
While Sunbeam’s stock price initially jumped at the
news of Dunlap’s hiring, and Dunlap boasted to
interviewers that though he “got rid of 35 percent of
the people, 65 percent of the people have a more
secure future than they’ve ever had”15, it was later
discovered that the appearance of a turnaround was
the result of fraud.

Most recently, Price purchased over half a million
shares in Colony Northstar Inc.23, the fifth largest real
estate management firm in the world. The firm is one
of several that took advantage of the housing crash
to acquire a large number of single family homes and
is now renting at exorbitant rates, driving a housing
affordability crisis in New Jersey and around the
country.
Its CEO, Thomas Barrack, backed Donald Trump’s
presidential campaign.24
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MFP INVESTORS, MICHAEL PRICE, FOOTNOTES
13 Dean, Sam, “Activist Investors: What are they, what tactics do they use and how do you stop them?”,
Telegraph, May 10, 2017. https://www.telegraph.co.uk/business/2017/05/10/activist-investors-tactics-do-use-do-stop
14 Serwer, Andrew, “Mr. Price is on the Line,” Fortune Magazine, December 9, 1996.
http://archive.fortune.com/magazines/fortune/fortune_archive/1996/12/09/219361/index.htm;
Dunlap, Albert, “Chainsaw Al Axed,” CNN Money, June 15, 1998.
http://money.cnn.com/1998/06/15/companies/sunbeam
15 Mont, Joe, “10 CEOs Who Became ‘Job Killers’,” The Street, June 30, 2011.
https://www.thestreet.com/story/12789065/1/10-ceos-who-became-job-killers.html
16 Norris, Floyd, “Former Sunbeam Chief Agrees to Ban and a Fine of $500,000,” New York Times, September 5, 2002.
https://www.nytimes.com/2002/09/05/business/former-sunbeam-chief-agrees-to-ban-and-a-fine-of-500000.html
17 Serwer, Andrew, “Mr. Price is on the Line,” Fortune Magazine, December 9, 1996.
http://archive.fortune.com/magazines/fortune/fortune_archive/1996/12/09/219361/index.htm
18 Norris, Floyd, “Former Sunbeam Chief Agrees to Ban and a Fine of $500,000,” New York Times, September 5, 2002.
https://www.nytimes.com/2002/09/05/business/former-sunbeam-chief-agrees-to-ban-and-a-fine-of-500000.html
19 Hansell, Saul, “Banking’s New Giant: The Deal, Chase and Chemical Agree to Merge in $10 Billion Deal Creating Largest
US Bank,” New York Times Archives, August 28, 1995 https://www.nytimes.com/1995/08/29/us/banking-s-new-giant-dealchase-chemical-agree-merge-10-billion-deal-creating.html;
Mathews, Jay, “Chase, Chemical to Merge, Creating Largest US Bank,” Washington Post, August 29, 1995.
https://www.washingtonpost.com/archive/politics/1995/08/29/chase-chemical-to-merge-creating-largest-us-bank/
dc919233-bfe4-4b73-b321-286a243d9540/?utm_term=.671eae8372b6
20 Scherer, FM, “Financial Mergers and Their Consequences,” Harvard Kennedy School of Government,
Faculty Research Working Paper Series, June 2013.
21 Hannan, Timothy, “Retail Deposit Fees and Multimarket Banking,” Finance and Economics Discussion Series Divisions of
Research and Statistics and Monetary Affairs, Federal Reserve Board, Washington DC, December 2005.
http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.591.4098&rep=rep1&type=pdf
22 Silver-Greenberg, Jessica, “Over a Million are Denied Bank Accounts for Past Errors,” New York Times, July 30, 2013,
https://dealbook.nytimes.com/2013/07/30/over-a-million-are-denied-bank-accounts-for-past-errors/?hp&_r=1;
Federal Reserve Bank of Kansas City, “The Role of Community Banks in the US Economy”,
Economic Review, Second Quarter, 2003. https://www.kansascityfed.org/Publicat/econrev/Pdf/2q03keet.pdf;
Bord, Vitaly, “Bank Cosolidation and Financial Inclusion: The Adverse Effects of Bank Mergers on Depositors,”
Harvard University November 7, 2017. https://scholar.harvard.edu/files/vbord/files/vbord_jmp.pdf
23 Nasdaq Institutional Portfolio,
https://www.nasdaq.com/quotes/institutional-portfolio/price-michael-f-46530/increased
24 Romero, Dennis, “Tenants Decry Trump-Connected LA Landlord,” January 25, 2017.
http://www.laweekly.com/news/tenants-decry-trump-connected-la-landlord-7856936
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OMEGA
ADVISORS,
LEON
COOPERMAN
Beleaguered plutocrat charged with
bribery and insider trading.

who believe the government has a responsibility to
care for them”27, Cooperman complained that Obama
would win reelection because of the “forty or fifty
percent of the country on the dole that support
him.”28
In a 2012 interview with the New Yorker, he
expressed a sentiment shared by another Republican
Presidential nominee, Donald Trump, saying that he
would think more, not less of Mitt Romney if it turned
out he paid “less taxes than the average person.”29
Rather than pay taxes to a democratically elected
government that supports programs driven by
community needs, Cooperman prefers to donate to a
handful of charities whose work he alone approves
of. Cooperman explained: “All things being equal,
you’d rather have control of the money than the
government.”30

Perhaps no hedge fund manager exemplifies the
entitlement, arrogance and greed of the worst parts
of the financial industry than “Wall Street Legend”
Leon Cooperman. Cooperman began his career at
Goldman Sachs, serving as the architect of the firm’s
asset management division.25
In 2012, when President Barack Obama suggested
that the rich should “pay a little more” in taxes,
Cooperman compared the president’s political rise to
that of Adolf Hitler.26
Cooperman’s objection is less to paying his share in
taxes than to the idea of democracy itself. Echoing
Republican Presidential nominee Mitt Romney’s
remark that 45 percent of Americans were “victims

Yet Cooperman’s business practices raise serious
doubts as to whether he has the judgment to dictate
government spending priorities.
In 1998, his firm, Omega Advisors, paid the
Department of Justice $500,000 to resolve bribery
charges connected to an investment in Azerbaijan.31
In 2017, his firm paid $4.9 million in a settlement with
the Securities and Exchange Commission over
charges of insider trading.32
While Cooperman may not approve of government
programs supporting the elderly, the poor, and
others he characterizes as “on the dole”, his failure to
pay his share in taxes forces his fellow New Jersey
taxpayers to pick up the slack.
June, 2018 — Hedge Papers No. 60
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OMEGA ADVISORS, LEON COOPERMAN, FOOTNOTES
25 Henriques, Diana B. “A Partner is Retiring at Goldman Sachs,” New York Times, Archives, 1991,
https://www.nytimes.com/1991/07/02/business/business-people-a-partner-is-retiring-at-goldman-sachs.html.
26 Freeland, Chrystia. “Super-Rich Irony: Why do Billionaires Feel Victimized by Obama?”, New Yorker, October 8, 2012.
https://www.newyorker.com/magazine/2012/10/08/super-rich-irony
27 Jacobson, Louis. “Mitt Romney says voters who support Barack Obama are ‘people who pay no income tax’”,
Politifact, September 18, 2012.
http://www.politifact.com/truth-o-meter/statements/2012/sep/18/mitt-romney/mitt-romney-says-voters-who-support-barackobama-a
28 Freeland, Chrystia. “Super-Rich Irony: Why do Billionaires Feel Victimized by Obama?”, New Yorker, October 8, 2012.
https://www.newyorker.com/magazine/2012/10/08/super-rich-irony
29 Id.
30 Id.
31 Delevingne, Lawrence. “For Leon Cooperman, a Long Fall from Dizzying Heights.” CNBC.Com. September 21, 2016.
https://www.cnbc.com/2016/09/21/insider-trading-accusations-for-leon-cooperman-a-long-fall-from-dizzying-heights.html
32 Goldstein, Matthew. “Leon Cooperman’s Hedge Fund Settles Insider Trading Case”, New York Times. May 18, 2017.
https://www.nytimes.com/2017/05/18/business/dealbook/leon-cooperman-omega-advisors-insider-trading.html
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REDWOOD
CAPITAL
MANAGEMENT,
JONATHAN
KOLATCH
Kolatch explained, “Every once
in a while we find something
interesting in the garbage can.”
The “garbage can” Kolatch was
referring to is the economic
wreckage caused by the devastating,
decades-long fiscal and financial
crisis.

In 2012, Jonathan Kolatch, founder and CEO of
Redwood Capital Management, encouraged a room
full of investors to consider investing in Argentina,
despite the country’s decades-long fiscal and debt
crises.
Kolatch explained, “Every once in a while we find
something interesting in the garbage can.”33
The “garbage can” Kolatch was referring to is the
devastating, decades-long fiscal and financial crisis
wrought in Argentina after years of deregulation,
privatization and monetary policy that favored foreign
investors.34
Argentina ultimately dug itself out of the crisis by
turning against IMF-supported austerity measures,
and instead investing in a robust stimulus program
that included nationalization of key sectors and
increased spending to reduce poverty and
inequality.35
That investment allowed Kolatch and several other
hedge fund managers to profit off of Argentina’s
recovery a decade after their industry precipitated
the crash.36
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REDWOOD CAPITAL MANAGEMENT, JONATHAN KOLATCH, FOOTNOTES
33 (30) Conway, Brendan. “Kolatch on Argentina: ‘Garbage Can’ Investing,” Barron’s May 16, 2012.
https://www.barrons.com/articles/BL-FUNDSB-9672
34 Hornbeck, JF, “Argentina’s Defaulted Sovereign Debt: Dealing with the ‘Holdouts’,” Congressional Research Service,
February 6, 2013, https://fas.org/sgp/crs/row/R41029.pdf;
Felix, David, “After the Fall: The Argentine Crisis and Repercussions,” Institute for Policy Studies, August 1, 2002,
https://ips-dc.org/after_the_fall_the_argentine_crisis_and_repercussions
35 Ghosh, Jayati, Vernengo, Matias, “Why Argentina is now paying for its dangerously successful economic story,” The Guardian
December 3, 2012, https://www.theguardian.com/commentisfree/2012/dec/03/argentina-paying-economic-vulture-fund;
International Labour Organization, International Institute for Labour Studies, “Argentina - Case Study of Past Crises,”
EC-IILS Joint Discussion Paper Series No. 3
36 Zuckerman, George; Chung, Juliet, “From Default to Darling: Argentina Bets Pay Off for Hedge Funds,” Wall Street Journal,
November 10, 2015,
https://www.wsj.com/articles/from-default-to-darling-argentina-bets-pay-off-for-hedge-funds-1447204491
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GLENVIEW
CAPITAL,
LARRY
ROBBINS
“New Jersey’s local zoning laws
are for ‘the little people’”

Larry Robbins is founder and CEO of Glenview
Capital Management, a healthcare-focused hedge
fund that oversees nearly $12 billion in assets.37
In 2012 Robbins won a lawsuit filed by his neighbors
in Cresskill, New Jersey who sought to block the
building of a $10 million ice rink next to his 60-thousand-square-foot mansion, one of the largest in New
Jersey.38
Robbins skirted zoning laws requiring residential
construction by including a one bedroom apartment
in the basement of the rink.39 Shortly after Robbins’
victory, the city revised its zoning laws to require
construction to have at least 50 percent of its space
devoted to residential use.40
Four years later, Robbins flew 100 of his closest
friends to Nice for his $4 million wedding.41
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ABOVE: Hedge fund mogul Larry Robins, who lives in one of the largest homes
in New Jersey, is building a $10 million dollar indoor ice rink. Larry lives in a
60,000 square foot mega mansion located on Rio Vista Drive in Alpine, NJ. He got
permission to build the structure on an adjacent plot of land. Before being
allowed to build the structure, he had the ice rink underneath a large bubble as
seen in the picture above. It took him a long time to get permission because
residents didn’t want the ice rink to be an eyesore. So, Larry had the idea to
make the exterior look like an actual house to fit in with the surrounding homes.

FOOTNOTES
37 Forbes Profile, “Larry Robbins”,
https://www.forbes.com/profile/larry-robbins
38 FINalternatives, “Glenview Chief Get His Hockey Rink,” January 3, 2012.
http://www.finalternatives.com/node/19138
39 Id.
40 Id.
41 Carpenter, Elsa, “Mogul Spends Four Million on Nuptials,” Riviera Insider, June 12, 2012.
http://www.riviera-press.fr/insider/node/25081
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METHODOLOGY

Datasets of all fund registered investment advisors
were obtained from the SEC’s public database. This
data was enriched with ADV Part 7(b) data, which
contains private funds and their AUM. Registered
investment advisors in New Jersey were cross-referenced to the funds they manage by SEC file number.
Combined, these funds had gross assets under
management of nearly $900bn as of ADV filings
dates received by the SEC as of October 2016.

extremely conservative. With hedge funds, 20% is the
industry standard and 17.14% was the industry
average for new funds launched in 2013, as tracked
by Preqin.44 In private equity, the 20% standard is
prevalent in 85% of co-mingled funds, according to a
2015 report by Preqin.45 Separate accounts, where
approximately one-third of investor capital was
committed in late 2014,46 are less likely to charge a
20% carry, although 90% charge 10% or more.47

To estimate total earnings, we used private equity
and hedge fund return benchmarks for a five year
period. One uses the five year average of leading
hedge fund and private equity benchmarks, assuming
that the large state sample sizes roughly track the
mean. For hedge funds, we used the HFRI Fund
Weighted Composite’s 60 month average.42 For
private equity, we used the Cambridge Associates
U.S. Private Equity Index 5 year end-to-end pooled
return.43 By multiplying the return benchmarks by the
AUM, we came up with a rough estimation of
expected annual earnings.

To calculate the amount lost to carried interest
exemptions, we halved the expected aggregate fund
manager annual earnings. This was done to reflect
the individual reporting of taxes paid on partnerships
interest in financial service partnerships. As
Professor Victor Fleisher discovered in his work on
the subject, the IRS Statistics of Income shows that
roughly half of financial industry partnership income
is paid at the favorable carried interest rate.48 49

Next, the carried interest apportioned to hedge fund
and private equity managers is estimated. Carried
interest applies only to the incentive fee earned by
hedge fund and private equity managers. We used
15% of the total of hedge fund and private equity
expected annual earnings to arrive at the expected
aggregated fund manager annual earnings. We went
with 15% because we believe this number to be

After halving this sum, we multiplied the remaining
amount by 19.6%, the difference between the top
bracket for short-term capital gains (equivalent to
ordinary income, at 39.6%) and the top bracket for
long-term capital gains (20%).
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$20,731,600,391.00

PE

HF = HEDGE FUND
PE = PRIVATE EQUITY

$109,037,285,280.00

HF

ASSETS UNDER MANAGEMENT

13.60%

4.95%

EXPECTED
RETURN
RATE

15%

15%

INCEVTIVE
FEE

TOTAL

$422,924,647.98

$809,601,843.20

EXPECTED
AGGREGATE FUND
MANAGER
ANNUAL EARNING
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$2,819,497,653.18

$5,397,345,621.36

EXPECTED
ANNUAL RETURN
HALVED

$37,217,369.02

$71,244,962.20

EXPECTED CARRIED
IINTEREST LOSS

$108,462,331.22

$211,462,323.99

$404,800,921.60

NEW JERSEY CARRIED INTEREST LOSS

METHODOLOGY FOOTNOTES
63 https://www.hedgefundresearch.com/mon_register/index.php?fuse=login_bd&1448033777
64 https://www.cambridgeassociates.com/benchmark/us-pe-vc-benchmark-commentary-second-quarter-2017/
65 https://www.preqin.com/blog/0/8340/hedge-funds-fees
66 https://www.preqin.com/docs/press/Fund-Terms-Sep-15.pdf
67 Jacobius, Arleenassets Invested In Separate Accounts Starting To Add Up. Pensions & nvestments. December 22, 2014.
http://www.pionline.com/article/20141222/PRINT/312229973/assets-invested-in-separate-accounts-starting-to-add-up
68 Value Week Staff. 48% Of Private Equity Separate Accounts Charge A 20% Performance Fee. Value Week. September 11,
2015. http://www.valuewalk.com/2015/09/48-of-private-equity-separate-accounts-charge-a-20-performance-fee/
69 56% of the income generated by finance and insurance partnerships in 2012 was taxed at this rate.
70 Fleischer, Victor. How a Carried Interest Tax Could Raise $180 Billion. June 5, 2015.
www.nytimes.com/2015/06/06/business/dealbook/how-a-carried-interest-tax-could-raise-180-billion.html
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WHO ARE THE HEDGE CLIPPERS?

Every day, the most unscrupulous hedge fund
managers, private equity firms and Wall Street
speculators impact the lives of Americans. They play
an outsized role in our political process, our education
system, and our economy. Hedge Clippers is a
national campaign focused on unmasking the dark
money schemes and strategies the billionaire elite
uses to expand their wealth, consolidate power and
obscure accountability for their misdeeds. Through
hard-hitting research, war-room communications,
aggressive direct action and robust digital
engagement, Hedge Clippers unites working people,
communities, racial justice organizations, grassroots
activists, students and progressive policy leaders in a
bold effort to expose and combat the greed-driven
agenda that threatens basic fairness at all levels of
American society.
The Hedge Papers are researched, written, edited,
reviewed and designed by a distributed, networked
team of researchers, writers, academics, attorneys,
industry experts, community organizers and designers
from around the United States, with contributions
from international activists.
We welcome contributions from whistleblowers,
industry insiders, journalists, lawmakers and
regulatory officials as well as from regular Americans
who have felt the destructive impact of hedge funds,
private equity funds and the billionaire class in their
daily lives.

Our collective includes individuals associated with
labor unions, community organizations, think tanks,
universities, non-governmental organizations, national
and international organizing and advocacy networks,
student and faith groups as well as non-profit and
for-profit organizations.
The Hedge Clippers campaign includes leadership
and collaborative contributions from labor unions,
community groups, coalitions, digital activists and
organizing networks around the country, including:
the Strong Economy for All Coalition, New York
Communities for Change, Alliance for Quality
Education, VOCAL-NY and Citizen Action of New
York; Make the Road New York and
Make the Road Connecticut; New Jersey
Communities United; the Alliance of Californians for
Community Empowerment (ACCE) and Courage
Campaign; the Grassroots Collaborative in Illinois; the
Ohio Organizing Collaborative; ISAIAH in Minnesota;
Organize Now in Florida; Rootstrikers, Every Voice,
Color of Change, 350.org, Greenpeace, the ReFund
America Project and United Students Against
Sweatshops; the Center for Popular Democracy and
the Working Families Party; the United Federation of
Teachers and New York State United Teachers; the
American Federation of Teachers, the National
Education Association, and the Communication
Workers of America.
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PRESS + GENERAL INQUIRY
CONTACTS
For information on state
and local action to close the
carried interest loophole:

For information on the
Hedge Clippers effort in
New Jersey:

Charles Khan

Sara Cullinane, Esq.

Strong Economy For All Coalition/
Hedge Clippers
• charles.e.khan@strongforall.org

Executive Director, Make the Road NJ
• 908-768-4991
• 42 Broad St. Elizabeth, NJ 07201
• Follow: fb.com/maketheroadnj
• www.maketheroadnj.org
• @MaketheRoadNJ

Porter McConnell
Americans For Financial Reform/
Take On Wall Street
• porter@ourfinancialsecurity.org

For general press inquiries on
the Hedge Clippers campaign:
Dan Morris
Progressive Cities
• dan.morris@progressivecities.com
• 917-952-8920

Anne Songcayauon
Communications Director,
New Jersey Working Families Alliance
• asongcayauon@workingfamilies.org
• 201-233-7735

Analilia Mejia
Executive Director,
New Jersey Working Families Alliance
• 917-224-8125
• amejia@workingfamilies.org
• Follow: fb.com/NJWorkingFamilies
• www.workingfamilies.org/nj
• @NJWFA
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This paper may contain copyrighted material the use
of which has not always been specifically authorized
by the copyright owner. It is being made available in
an effort to advance the understanding of public
policy, economic and financial issues and economic,
social and racial justice. It is believed that this
constitutes a ‘fair use’ of any such copyrighted
material as provided for in section 107 of the US
Copyright Law. In accordance with Title 17 U.S.C.
Section 107, the material on this site is distributed
without profit to those who have expressed a prior
interest in receiving the included information for
research and educational purposes.

June, 2018 — Hedge Papers No. 60

25

