July 21, 2015
Via Electronic Filing

Office of Exemption Determinations
Employee Benefits Security Administration
U.S. Department of Labor

200 Constitution Avenue NW

Suite 400

Washington, DC 20210

RE: Low Fee Streamlined Exemption (ZRIN: 1210-ZA25)
Ladies and Gentlemen:

Affiliated Managers Group, Inc. (AMG) appreciates the opportunity to respond to the
Department of Labor’s (the Department’s) invitation to comment on the Low Fee Streamlined
Exemption (the Low Fee Exemption) proposed in connection with the Best Interest Contract
Exemption and related “fiduciary standard release.”’ AMG is a global asset management
company with equity investments in leading boutique investment management firms (its
Affiliates). AMG’s innovative partnership approach allows each Affiliate’s management team to
own significant equity in their firm while maintaining operational autonomy. AMG’s strategy is
to generate growth through the internal growth of existing Affiliates, as well as through
investments in new Affiliates. In addition, AMG provides centralized assistance to its Affiliates
in strategic matters, marketing, distribution, product development and operations. As of March
31, 2015, the aggregate assets under management of AMG’s Affiliates were approximately $638
billion in more than 400 investment products across a broad range of investment styles, asset
classes and distribution channels. AMG’s Affiliates are all active investment managers and
provide investment advisory services directly to, or manage investment products used by,
employee benefit plans, participants and beneficiaries, and individual retirement account (IRA)
owners. For more information, please visit AMG’s website at www.amg.com.

' Proposed Best Interest Contract Exemption, 80 Fed. Reg. 21960 (Apr. 20, 2015); Definition of the Term “Fiduciary”; Conflict of Interest Rule
— Retirement Investment Advice, 80 Fed. Reg. 21928 (Apr. 20, 2015).
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Introduction

Our Affiliates are registered investment advisors and fiduciaries in the United States, providing
investment advisory services to each of their clients, including plans, participants and
beneficiaries, and IRA owners, subject to a fiduciary standard which obligates them to act in
their clients’ best interest. We support the Department’s efforts to revise its fiduciary definition
to better protect Retirement Investors and ensure that any similarly situated adviser is held to a
similar standard. We fully understand the basic concerns underlying the Proposed Regulation
that millions of Americans — many of whom lack financial expertise — are now responsible for
directing their own investments and must “depend on investment advice for guidance on how to
manage their savings to achieve a secure retirement.”> We strongly agree that Retirement
Investors deserve to receive advice that is in their best interests — rather than in the interest of
their financial professional — the same type of advice already being provided by AMG’s
Affiliates.

However, while we support the Department’s broad initiative to protect Retirement Investors
from imprudent advice, we have concerns with the Low Fee Exemption under consideration. We
disagree with the Department’s suggestion that a low-fee investment option can stand as a proxy
for the exercise of a fiduciary obligation. As discussed below, we do not believe that the
Department should offer an exemption directing advisers to recommend low-fee, predominantly
passively-managed products. We submit that the Department’s consideration of a Low Fee
Exemption is based on a faulty premise that encouraging advisers to recommend passively-
managed investment products to Retirement Investors is consistent with the best interests of all
investors, and will result in superior, risk-adjusted investment results. While certain passive
investment strategies have seemingly fared well in the recent past, we are not aware of any
research demonstrating that low-fee, passively-managed products would actually maximize
retirement savings across market cycles and over longer periods. Indeed, given that the average
length of retirement in the United States is nearly twenty years, when evaluating investor returns
it is imperative to review returns over a similarly long period. We believe that Retirement
Investors and their advisers should have a choice, and that actively-managed investment
products, while potentially including higher costs, may present a more beneficial investment
option for Retirement Investors. We respectfully submit that the Department should not pursue
an exemption that would effectively restrict access to those products.

Finally, we are concerned that, if adopted, reliance on the Low Fee Exemption could have far-
reaching, unintended negative consequences for financial markets and the investment adviser
industry and that these potential consequences should be thoroughly researched prior to the
Department’s continued consideration of the proposal.

2 Definition of the Term “Fiduciary,” 80 Fed. Reg, at 21930.
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Fiduciaries Should Be Free to Select Appropriate Investments for Their Clients

We do not believe that the Department should offer a prohibited transaction exemption requiring
advisers who rely on the exemption to recommend low-fee, predominantly passively-managed
products when acting as fiduciaries to plans, participants and beneficiaries, and IRA owners. A
fiduciary must consider each Retirement Investor’s particular circumstances and preferences,
including financial goals, asset levels, current portfolio, and risk tolerance, and select an
investment program best suited to the investor. Fiduciaries have responsibility for selecting the
appropriate strategies and corresponding products for Retirement Investors among the entire
universe of options. In fact, a robust marketplace of financial products, including both passively-
and actively-managed products, only exists because of the depth and diversity of interests and
circumstances of investors that use them. We believe that offering an exemption which limits
the exercise of judgment on behalf of Retirement Investors is contrary to the extension of
fiduciary obligations at the core of the Proposed Regulation, and inconsistent with the
requirements of ERISA and the interests of the Department, Retirement Investors and their
advisers.

In addition, the Low Fee Exemption would encourage and promote an approach for advisers
advising Retirement Investors to dismiss actively-managed investment products, not based on
their Retirement Investor clients’ best interests, but instead on the less onerous obligations
associated with the exemption. Advisers, if acting as fiduciaries, should not be bound, nor
incentivized to be bound, in their exercise of fiduciary judgment. Importantly, such an approach
limits Retirement Investors’ access to thoughtful, well-considered investment guidance for the
lesser benefit of facilitating constrained and potentially rote advice that cannot fully reflect a
Retirement Investor’s interests and circumstances and is less likely to succeed in helping them
achieve their retirement savings goals. Indeed, Retirement Investors should have the benefit of
choice both when it comes to their fiduciaries and the investment products employed on their
behalf. A 2013 Investment Company Institute (ICI) survey found that American Retirement
Investors appreciate and enjoy the ability to choose among the current diversity of options
afforded them.’

Directing Retirement Assets Toward Low-Fee, Passively-Managed Strategies Could
Potentially Harm Investors

We believe that the Department’s consideration of a Low Fee Exemption is based on a
misguided view that low-fee, predominantly passively-managed investment products represent a
better choice for Retirement Investors, one that is likely to facilitate their achievement of
superior, risk-adjusted investment results. We fundamentally disagree with the premise that
passively-managed investments are per se in the best interests of investors, based on both the
characteristics of those products and on their historical underperformance relative to certain
successful actively-managed products. We believe that the premise of this exemption — likely
underpinned by certain industry reports highlighting the underperformance of active

Y[CI, Our Strong Retirement System: An American Success Story (Dec. 2013).
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management in the recent past — is not only flawed but, if used as the basis for adoption of the
exemption, also has the potential to negatively impact investors in their efforts to maximize
retirement savings over the long term. Such an approach, where a greater proportion of
retirement assets are allocated to passively-managed strategies, could have the unintended
consequence of harming Retirement Investors’ ability to accumulate savings.

With respect to the characteristics of passively-managed products, the premise that such
strategies represent the most appropriate option for all Retirement Investors is, we believe, a
misguided one, as passively-managed strategies are less likely to reflect unique investor
preferences such as security selection, risk and concentration and inherently take on the risk
capacity of their respective indices. Actively-managed strategies allow for a high level of
customization, and with the variety of products available, are far more suitable to meeting the
particular interests and circumstances of Retirement Investors and their unique financial goals,
often including risk management. We also disagree with the premise that the optimal investment
strategy may include buying and holding a diversified portfolio of assets calibrated to track
global financial markets. We note that global financial markets involve significant risks which
passively-managed products, including index and target-date funds, replicate and are often not
engineered to address. For example, target date funds typically have sizable allocations to fixed
income, particularly as an investor approaches retirement age, which could pose material
downside risks in a rising interest rate environment. In this scenario, actively-managed products
could have a significant advantage relative to index and target-date funds, as their flexibility
would allow them to react accordingly to a changing environment.*

With respect to performance, we believe that certain actively-managed investment products
present a more beneficial investment option for Retirement Investors and therefore the
Department should not pursue an exemption that would restrict usage of those products. While
certain passive investment strategies have seemingly fared well in the recent past, we are not
aware of any research demonstrating that low-fee, passively-managed products would actually
maximize retirement savings across market cycles and over longer periods. Given that the
average length of retirement in the United States is nearly twenty years, when evaluating investor
returns it is imperative to review returns over a similarly long period. In fact, our research has
shown quite the opposite; that careful selection of best-in-class active managers can add
meaningful value to investor portfolios over a long period of time. Our comprehensive analysis,
incorporating investment returns over the past twenty years from more than 1,200 investment
management firms and nearly 5,000 institutional equity strategies comprising approximately $7
trillion in assets under management,” demonstrates that careful selection of best-in-class active

* We also do not believe that the exemption is necessary to promote usage of passively-managed products in Retirement Investor portfolios. The
Department has, for example, suggested that certain passively-managed target-date funds would be suitable investment options under the
exemption. See Proposed Best Interest Contract Exemption, 80 Fed. Reg. at 21978. According to the Investment Company Institute, target date
mutual fund assets have more than doubled since the end of 2010 to over $700 billion at the end of 2014, with 88% held through DC plans and
IRAs, and at the end of 2013, 41% of 401(k) participants held some plan assets in target date funds -- a clear indication that fiduciaries have been
allocating a significant portion of retirement money to these strategies. See ICI, The U.S. Retirement Market, First Quarter 2015 (Jun. 24, 2015);
ICI, 2015 Investment Company Fact Book (2015). Meanwhile, Cerulli Associates estimates that target date funds will represent 34.6% of total
401(k) assets and capture 88% of new contributions by 2019. See Cerulli: Target-date funds snagging larger share of 401(k) assets, Pensions &
Investments (Nov. 24, 2014).

> AMG, The Boutique Premium: Do Boutique Investment Managers Create Value? (Jun, 2015).
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investment managers can create significant value for investors. For example, in Figure 1 below
we illustrate that an investor allocating $100 equally across active strategies managed by
boutique investment management firms in 11 product categories at the beginning of 1995 would
have seen this portfolio grow to $855 by the end of 2014, as compared to $667 if that same
investor had experienced returns matching comparable free indices. Actively-managed
strategies, net of fees, would therefore have created 28% excess savings for this investor over a
twenty-year period.

Figure 1: Significant Excess Value Created by Boutique Active Investment Managers Over a
Long Time Period
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Source: AMG proprietary analysis and classification of firms and strategies. Firms represented include AMG Affiliates. MercerInsight® database utilized for retum
data. Boutique net returns estimated by taking one-year rolling gross returns for institutional strategies during trailing 20-year period ending 12/31/14 less estimated
average boutique fee rates based on available data for each product category. Analysis utilized primary indices including MSCI EM, MSCI World, Russell 1000
Value, Russell 1000 Growth, S&P 500, Russell Midcap Value, Russell Midcap Growth, Russell Midcap, Russell 2000 Value, Russell 2000 Growth, and Russell 2000.

With the embedded goal of maximizing Retirement Investors’ savings over a long time period
without taking unnecessary risk, we posit that the best indication is ultimately value creation,
including not only the average (where we have already shown strong active managers can add
value), but also the top and bottom tails of a distribution. We believe that careful selection of
best-in-class active investment managers can create significant value for investors over long time
horizons, more so than choosing underperforming active managers could potentially detract from
investors. For example, as described in Figure 2 below, our research illustrates that top-decile
boutique investment managers beat indices by 1,133 basis points on an average annual basis after
fees over the past twenty years, as compared to the 800 basis points by which bottom-decile
boutique investment managers trailed indices.
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Figure 2: Top-Performing Active Managers Added Far More Value than Bottom Deducted

; Average Annual'Net Value Creation'vs. Primary Index (bps)

Top 10% Top 25% Average Bottom 25% Bottom 10%
Boutique Boutique Boutique Boutique Boutique
Emerging Markets Equity 1,262 710 283 (230) (607)
Global Equity 1,324 727 216 (406) (816)
U.S. Large Cap Value Equity 774 350 7 (378) (744)
U.S. Large Cap Growth Equity 1,088 486 88 (420) (819)
U.S. Large Cap Core Equity 713 337 30 (320) (656)
U.S. Mid Cap Value Equity 873 424 (1) (465) (838)
U.S. Mid Cap Growth Equity 1,358 672 70 (585) (1,073)
U.S. Mid Cap Core Equity 685 335 (10) (397) (762)
U.S. Small Cap Value Equity 1,287 709 241 (291) (763)
U.S. Small Cap Growth Equity 1,818 1,021 356 (406) (1,019)
U.S. Small Cap Core Equity 1,293 711 274 (247) (706)
Mean 1,133 589 141 (377) (800)
Median 1,252 672 88 (397) (763)

Source: AMG proprietary analysis and classification of firms and strategies. Firms represented include AMG A ffiliates. MercerInsight® database utilized for return
data. Net returns estimated by taking one-year rolling gross returns for institutional equity strategies during trailing 20-year period ending 12/31/14 less estimated
average boutique fee rates based on available data for each product category. Primary indices include MSCI EM, MSCI World, Russell 1000 Value, Russell 1000
Growth, S&P 500, Russell Midcap Value, Russell Midcap Growth, Russell Midcap, Russell 2000 Value, Russell 2000 Growth, and Russell 2000.

In addition to the concerns stated above, we submit that the Department’s rulemaking authority
is better exercised on the basis of investor protection concerns, not on the basis of a favored
investment thesis. Fiduciaries, not the Department, should be responsible for selecting the
optimal investment strategies and products for their clients. We expect that Retirement Investors
with long term savings goals generally seek the most efficient and effective means to reach those
goals, balancing all of the benefits and costs of various investment options, and would favor their
advisers having access to the entirety of the product marketplace.

Other Potentially Harmful Consequences of the Low Fee Exemption

We are also concerned that reliance on the Low Fee Exemption might have far-reaching,
unintended negative consequences for financial markets and the investment adviser industry.
Given the sheer size of the U.S. retirement industry ($24.9 trillion in assets as of March 31, 2015,
with IRAs representing $7.6 trillion and Defined Contribution Plans an additional $6.8 trillion),°
even modest use of the exemption could result in a pronounced shift in retirement assets from
actively-managed strategies to passively-managed index funds or ETFs. This could significantly
increase market correlation, volatility, and ultimately systemic risk in financial markets,’ the
magnitude of which should not be underestimated. For example, just a 1% shift of assets
domiciled in IRAs and DC plans from actively-managed strategies to low-fee, passive strategies
would set $144 billion of assets in motion, creating additional volatility and increasing market

S ICI, The U.S. Retirement Market, First Quarter 2015 (Jun. 24, 2015).
" Rodney N. Sullivan and James X. Xiong, How Index Trading Increases Market Vulnerability (2012).
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correlation. In addition, such a shift of assets from actively-managed to passively-managed
strategics may prompt the consolidation or departure of active managers, leaving Retirement
Investors and their advisers with fewer choices to pursue their long term retirement savings
goals.

L

Conclusion

In conclusion, AMG strongly supports the Department’s initiative to protect the best interests of
Retirement Investors. However, we respectfully urge the Department not to adopt a Low Fee
Exemption, as we believe it is ultimately not in the best interests of Retirement Investors. As
proposed, the Low Fee Exemption favors passively-managed investments, yet our research has
shown that careful selection of best-in-class active managers can add significant excess value to
investment portfolios over time — value that Retirement Investors deserve access to. We further
urge the Department to consider the concerns laid out in this letter, as well as all of the potential
conscquences of such an exemption in greater detail, including the possible commission of a
study.

We appreciate the opportunity to provide our views on these issues and would be pleased to
provide any additional information. Please contact the undersigned at (617) 747-3349 or
Christine Carsman, Senior Vice President and Deputy General Counsel, at (617) 747-3318 with
any questions regarding these matters.

Respectfully submitted,

David M. Billings
I:xecutive Vice President and General Counsel

ce: Timothy D. Hauser, Deputy Assistant Secretary for Program Operations, EBSA
Lyssa Hall, Director, Office of Exemption Determinations, EBSA
Karen E. Lloyd, Office of Exemption Determinations, EBSA
Joe Canary, Director, Office of Regulations and Interpretations, EBSA
Lou Campagna, Office of Regulations and Interpretations, EBSA
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The Boutique Premium

Do Boutique Investment Managers Create Value?



Executive Summary

Boutique active investment managers
have outperformed both non-boutique
peers and indices over the last 20 years

While the debate over the value of active investment

management has intensified in recent years, the

outperformance of boutique managers has been overlooked.

A proprietary study of institutional equity strategies from 1995

to 2014 demonstrates that:

P Boutiques significantly outperformed non-boutiques
in institutional equity categories

Figure 1: Boutique Outperformance vs. Non-Boutiques:
Boutiques Quiperformed by Average Annual 51 bps
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Source: Metcerinsight © database utilized for return data.

P Investing exclusively with boutiques would have created
11% greater wealth over 20 years

Figure 2: Boutique Wealth Creation: Investing Exclusively
With Boutiques Would Have Created 11% Greater Wealth
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P Boutiques also generated substantial net excess
returns versus indices

Figure 3: Boutique Excess Returns: Boutiques Delivered
141 bps Average Annual Net Excess Returns vs. Indices
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Core boutique characteristics position them
to generate consistent outperformance

Sophisticated investors around the world are increasingly
recognizing the ability of focused boutigue active
investment managers to outperform both non-boutique
peers and indices. Several core characteristics of
boutiques position them well to consistently outperform
in return-seeking asset classes (active equities and

alternatives), including:

P Principals have significant direct equity ownership,
ensuring alignment of interests with clients

P Presence of a multi-generational management team,
fully engaged across the business

P Entrepreneurial culture with partnership orientation,
which attracts talented investors

P Investment-centric organizational alignment, including
careful management of capacity

P Principals are committed to building an enduring franchise,
embedding an appropriately long-term orientation

AMG | 1




Seven Key Insights

(detailed analysis beginning on page 6)

1. Boutiques broadly outperformed 5. Boutique strategies, on average, had a high
non-boutiques frequency of outperforming indices

2. Top-performing boutiques added more 6. Individual boutique strategies outperformed
value for clients than bottom-performing indices more often than not

boutiques detracted

3. Boutiques created significant value 7. Boutique outperformance versus indices
versus indices was persistent

4. Top-performing boutiques generated
exceptional excess returns versus indices

2 | AMG




Methodology

Primary Data Sources

The Mercerlnsight” global database was the primary source
utiized for return data in our analysis, given its deep pool of
performance data for institutional equity strategies offered

by investment managers around the world.

Classification of individual mvestment managers (and their
corresponding investment strategies in the Mercerlnsight®
database) as either "boutiques” or "non-boutiques” was hased
entirely on AMG's proprietary analysis, utilizing the SEC
database and individual manager disclosures for background
information on ownership structure, scope of business,

and level of assets under management ("AUM").

Scope And Process Of The Analysis

Our analysis incorporated more than 1,200 individual investment
management firms around the world and nearly 5,000
institutional equity strategies comprising approximately
$7 trillion in AUM. We analyzed rolling one-year returns
for the trailing 20-year period ending 12/31/14, across
11 different investment product categories, on a strategy-
by-strategy basis. More specific detalls regarding the data

set behind our analysis are as follows:

P 11 investment product categories: our analysis spanned
the 11 broadest institutional equity product categories,
as defined by Mercer:
Emerging Markets Equity
Global Equity

i+ U.S. Large Cap Value Equity
U.S. Large Cap Growth Equity
U.S. Large Cap Core Equity
U.S. Mid Cap Value Equity

I U.S. Mid Cap Growth Equity
U.S. Mid Cap Core Equity
U.S. Small Cap Value Equity
U.S. Small Cap Growth Equity

U.S. Small Cap Core Equity

Return-focused: returns were the primary measure
of boutique manager value creation utilized in our
analysis. Gross returns, a primary metric reported in the
Mercerlnsight® database, were utilized for comparing
boutigue returns relative to non-boutique returns, given
the minimal disparity of fee rates between boutique and
non-boutique strategies. Meanwhile, we estimated
net excess returns versus indices — incorporating
boutiques’ available published or “rack” fee rates
in Mercerinsight®— in order to approximate net value
creation for investors.

Trailing 20-year time horizon: our analysis is based on
rolling one-year returns over the trailing 20 years ending
12/31/14 (i.e., 20 individual measurement periods based
on calendar years 1995-2014). The rolling one-year focus
ultimately yielded a larger sample size than rolling
three- or five-year returns.

Equal-weighted basis: importantly, our analysis
represents a measure of performance by strategy,
instead of performance by manager. In order to avoid
hias to any one investment strategy, each individual
strategy was given an equal weighting when aggregating
results for each product category. Duplicate strategies
{typically sub-advisory) were excluded from our analysis
in order to avoid excessive weighting to any single strategy
by double counting, although this had minimal impact
on the results given the small number of duplicates
broadly observed.

Accounting for survivorship bias: our analysis captured
each individual strategy reporting gross returns to
Mercerinsight®in all 11 product categories at any point
during the trailing 20-year period, including deleted
strategies (strategies and/or managers no longer in
existence, or no longer covered by Mercerinsight?).

Thus, we minimize the impact of survivorship bias.

AMG | 3




Classification Of Boutique And
Non-Boutique Investment Managers

Our proprietary classification of over 1,200 individual investment
managers and their corresponding investment strategies
in the Mercerlnsight™ database as either "boutiques” or
"non-boutiques” (Figure 4) was an integral component of the
analysis. Boutiques ultimately comprised 68% of the investment
managers, but just 47% of the investment strategies captured

in our data set.

Investrent managers — and their corresponding strategies —
were classified as boutiques in our analysis only if they fit each of

the following four specific cnteria:

1)  Significant principal ownership: determined by whether
principals held a significant amount of equity in their
own firm, defined as a minimum of 10%. The 10%
threshold was set 1o both exclude firms whose principals
have received small amounts of equity as part of their
annual compensation and to align with a cut-off point in
the SEC database (individuals or entities with ownership
below 10% appear as either “NA" or "A" in the SEC
database). However, principals at the vast majority of
boutigue investiment managers held a significant minority,
majority, or 100% of their firms’ equity.

2} Investment management is sole business: investment
managers exclusively focused on investing were the
only firms eligible to be classified as boutigues in our
analysis. This effectively excluded managers that were
part of broader financial services platforms, including
banks, life insurers, and wealth managers providing
a broad suite of advice-hased services.

4 | AMG

3) Manage less than $100 billion in AUM: investment
managers with over $100 billion in AUM were excluded
from being classified as boutigues. While soime investment
managers with over $100 billion in AUM could certainly
be considered boutiques, the purpose of this criterion
was to increase the objectivity of the analysis while
simultaneously eliminating certain firms that have
accumulated large levels of AUM by offering a wide
variety of products across various asset classes, styles,
and geographic regions.

4) Not exclusively smart beta or fund-of-funds: managers
exclusively offering smart beta or fund-of-funds platforms
were removed from consideration as boutiques.
Instead, the firms classified as boutiques in our analysis
included active managers with teams focused on adding
value through distinct investment philosophies and
highly focused investment processes.

Figure 4: Classification of Investment Managers:
68% Boutiques, 32% Non-Boutiques

Non-Boutigue Non-Boutique )
{over $100 (Fund-of-Funds, ~ Non-Boutique
billion AUM) Smart Beta) (combinations)

1.3% 1.7% 0.6%

Non-Boutique

{principals own
<10%)
105%

Non-Boutique
(broader
platform)
18.0% Boutique
68.0%

-~

Source: AMG proprietary classification of investmient managers in the Mercerinsight' database,




Background Industry Debate:

Does Active Management Add Value?

Background Of The Industry Debate

The value of active investment management has been a spirited
industry debate for nearly half a century, perhaps beginning in
earnest when Michael C. Jensen's study found that mutual funds
on average were unable to outperform a buy-the-market-and-hold
policy from 1945 to 1964°, The debate has intensified in recent
years, with many third-party reports characterizing all of active

management as flawed.

The Case Against Active Management

Skepticism surrounding the value created by active management
has picked up since the Global Financial Crisis, particularly
as passive index and ETF providers have weighed in
more prominently on the debate.

For example, Vanguard found in a recent study® that a
majority of active equity managers had underperformed
benchmarks (net of fees) in most U.S. open-end fund
strategies and for most time periods (Figure 5). The sludy
also found that a majority of active mutual funds in less
saturated sectors (e.g., EM Equity) underperformed over

longer time horizons after accounting for closed funds.

Figure 5: Vanguard: Percentage of Active Equity Managers
Beating Benchmark {Trailing 1-Year Basis)
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Source: Vanguard, “The Case For Index-Fund Investing,” Figure 8.
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The Case For Active Management

However, this is not a one-sided debate, as other investment
managers have argued that active management adds significant

value for clients over various time horizons.

A recent J.P Morgan Asset Management study” found that
more than 50% of institutional-focused investment managers
outperformed benchmarks in the majority of broad equity

product categories over the trailing 5- and 7-year periods.

Figure 6: J.P. Morgan Asset Management: Percentage of
Institutional Managers Outperforming Benchmarks (5-Year)
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Source: J.P. Morgan Asset Management, “A Search For Intelligent Life InThe Active Equity

Management Universe,” Exhibit 4.

The Middle Of The Road

Still other industry participants, including certain institutional
consultants, have recommended a combination of active
and passive management. Many of these recommendations
incorporate a theory that active management is best utilized

i less efficient asset classes.

Parformance Of Mutual Funds in The Period 1945-19684" Journal of Finance Volume 23 (No. 2j, 389-416.
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Seven Key Insights:

Strong Evidence That Boutiques Have Added Value

Have Boutiques Added Value For Clients?

Our analysis of institutional equity strategy returns for the trailing
20-year period provides strong evidence that active boutique
mvestment managers generated sighificant value for clients,
hoth relative to non-boutique managers and to indices. The data
also demonstrates that top-performing boutique strategies
created tremendous value for clients; that the majority of
boutique stiategies outperformed indices on a net basis; and that
boutique outperformance was persistent. Seven key insights

from our analysis are outlined below.

1. Boutiques broadly outperformed
non-boutiques

Over the past 20 years, the average boutique strategy
outperformed the average non-boutique strategy in 9 out of 11
product categories examined, by an annual average 51 bps
across all categories (Figure 7). Boutique outperformance was
most significant in Emerging Markets Equity (+127 bps annually),
Global Equity (+113 bps), and U.S. Small Cap Equity {ranging

frony +31 bps to +101 bps) strategies.

Figure 7: Boutique Outperformance vs. Non-Boutitques:
Boutiques Outperformed by Average Annual 51 bps

150

Average Annual Outperformance = 51 bps

100

EM Equity
Global Equity
US LC Value
US LC Growth
US LC Core
US MC Value
US MC Growth
US MC Core
US SC Value
US SC Growth
US SC Core

Source: AMG proprietary analysis and classification of fiems and strategies.
Mercerlnsight” database utilized for return data. Finmns represented include AMG Affiliates.
Analysis based on rolling one-year gross returns for institutional strategies during trailing
2g-year period ending 12/31/14.
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2. Top-performing boutiques added more
value for clients than bottom-performing
boutiques detracted

Our analysis demonstrates that top-decile and top-quartile
boutique strategies outperformed their non-boutique
counterparts by a wide margin (average annual 232 bps and
142 bps, respectively). However, just as notable was the fact
that bottom-quartile and bottom-decile boutique strategies
lagged their non-boutique counterparts by a much narrower
margin (41 bps and 115 bps, respectively). This suggests that
any outsized boutique risk-taking didn’t necessarily result in
excessive downside for bottom performers.

Figure 8: Top-Performing Boutiques vs. Non-Boutiques:
Top Performers Added 55 bps More Value Annually (vs.
Non-Boutiques) Than Bottom Performers Detracted

250

200 Top-Performing Boutiques Created 55 bps More Value
150 Annually than Bottom Detracted {vs. Non-Boutiques)

100

50 | [

0 4
(50}
(100)

(150) -

Top 10%
Top 25%
Bottom 25%
Bottom 10%

Source: AMG proprietary analysis and classification of finns and strategies. Finns
represented include AMG Affiliates. Mercerinsight> database utilized for return data.
Analysis based on rolling one-year gross returns for institutional strategies during trailing
20-year period ending 12/31/14. Top and bottom performers incorporate investment
strategies in the 10th, 26th, 76th, and 90th percentile on an annual basis.

3. Boutiques created significant value
versus indices

In sharp contrast to industry reports finding that a significant
majority of active managers have underperformed benchmarks,
our analysis determined that boutique institutional equity
strategies were able to deliver significant net excess
returns relative to indices over the trailing 20-year period.
Across the 11 product categories examined, boutique net
returns outpaced primary indices by an average annual 141 bps.
In fact, the average boutique strategy outperformed its primary
index net of fees — in most cases by a wide margin - in 9 out

of 11 product categories.




Figure 9: Boutique Excess Returns: Boutiques Generated
141 bps of Annual Net Excess Returns vs. Indices
400
350
200
260 Average Annual Net Excess Return = 141 bps
200
150
100
50
0
(504 -

EM Equit

US LC Value
US LC Core
Us MC Value
US MC Growth
US MC Core
US SC Value
US SC Growth
US SC Core

Global Equity
US LC Growth

Source: AMG proprietary analysis and classification of firms and strategies.
Firms represented include AMG Affiliates. Mercerinsight® database utilized for
ceturn data. Net returns estimated by taking one-year rolling gross returns for
institutional strategies during traiting 20-year period ending 12/31/14 less
estimated average boutique fee rates based on available data for each
praduct category, Primary indices include MSCI EM, MSCI World, Russell 1000
Value, Russell 1000 Growth, S&P 500, Russell Midcap Value, Russell Midcap
Growlh, Russell Midcap, Russell 2000 Vatue, Russell 2000 Growth, Russell 2000.

4. Top-performing boutiques generated
exceptional excess returns versus indices

Our analysis also demonstrates that the top-performing
boutique strategies added a tremendous amount of value
relative to indices net of fees. Top-decile boutique strategies
added an average annual 1,133 bps versus primary indices,
while top-guartile boutiques added an average annual
589 bps (Figure 10). Sirnilar to our analysis of average boutique
outperformance, top-decile boutique outperformance was
most pronounced in Emerging Markets Equity, Global Equity,
and U.S. Small Cap Equity. Meanwhile, despite more modest
levels of outperformance for average boutigue strategies in the
U.S. Large Cap Equity and U.S. Mid Cap Equity categories,
the top performers generated sighificant excess returns.

Figure 10: Top-Performing Boutiques vs. Indices: Top-Decile
Boutiques Beat Indices by Average Annual 1,133 bps

2,000 Average Top-Decile Boutique Excess Return =1,133 bps
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Source: AMG proprietary analysis and classification of firms and strategies. Finms
represented include AMG Affiliates. Mercerinsight™ database utifized for return data.
Net returns estimated by taking one-year rolling gross returns for institutional strategies
during trailing 20-year petiod ending 12/31/14 less estimated average boutique fee rates
based on available data for each product category; top performers include houtique
strategies in the top 10% and top 26%. Primary indices include MSCI EM, MSCI World,
Russell 1000 Value, Russell 1000 Growth, S&P 500, Russell Midcap Value, Russell Midcap
Growth, Russell Midcap, Russell 2000 Value, Russell 2000 Growth, Russell 2000.

5. Boutique strategies, on average, had a
high frequency of outperforming indices

Across all product categories examined, the average
boutique strategy outpaced its primary index 59% of the time
over the trailing 20-year period net of fees. In addition, the
average bhoutique strategy beat its primary index in at least half
of the 20 one-year rolling periods in 8 out of 11 product categories.

Figure 11: Boutique Outperformance Frequency:
Average Boutique Strategy Beat Index 59% of the Time
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Source: AMG proprietary analysis and classification of firms and strategies. Firms
represented include AMG Affiliates. Mercerlnsight” database utilized for return data,
Net returns estimated by taking one-year rolling gross returns for inslitutional strategies
during trailing 20-year period ending 12/31/14 less estimated average boutique fee rates
based on available data for each product calegory. Primary indices include MSCI EM,
MSCIWorld, Russell 1000 Value, Russell 1000 Growth, S&P 500, Russell Midcap Value,
Russell Midecap Growth, Russell Mideap, Russell 2000 Value, Russell 2000 Growth,

Russell 2000.
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6. Individual boutique strategies outperformed
indices more often than not

We also found that over half of the boutique strategies in our
data sample beat their primary indices net of fees in 7 out of 11
product categories (Figure 12). The proportion of boutigues
outperforming indices was particularly high in the Emerging
Markets Equity, Globhal Equity, and U.S. Small Cap Equity
categories. Across all 11 product categories, an aggregate 52 %
of boutique strategies beat their primary indices net of fees.
We find this quite constructive given recent mdustry reports
suggesting that a significant majority of active managers have

underperformed indices.

Figure 12: Proportion of Boutigues Beating Indices:
Over 50% Beat Indices in 7 out of 11 Product Categories

59% 59% 59%

F

EM Equity
Global Equity
US LC Valug
US LC Growth
US LC Core
US MC Value
US MC Growth
US MC Core
US SC Value
US SC Growth
US SC Core

Source: AMG proprietary analysis and classification of firms and strategies. Firms
represented include AMG Affiliates. Mercerlnsight™ database utilized for return data,
Net returns estimated by tsking one-year rolling gross returns for institutional strategies
during trailing 20-year period ending 12/31/14 less estimated average boutigue fee rates
based on available data for each praduct category. Primary indices include MSCHEM,
MSCH World, Russell 1000 Value, Russell 1000 Growth, S&P 500, Russell Midcap
Value, Russelt Midcap Growth, Russell Midcap, Russell 2000 Value, Russell 2000 Growth,
Russell 2000.
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7. Boutique outperformance versus indices
was persistent

For purposes of measuring the persistency of boutique net
excess returns, we examined the percentage of boutiques
beating the index in a year following one in which they
outperformed. The results reflect favorably on boutigue
managers, as their strategies beat indices 55% of the time
in years following one in which they outperformed (Figure
13). Further, boutique outperformance persistency was
greater than 50% in 8 out of 11 product categories.

Figure 13: Boutique Outperformance Persistency:
Beat Indices 55% of theTime After Outperforming Previous Year

62% ) o 599
57% 56% 58% 56% 98% 55y OV ggey

EM Equity
Global Equity
US LC Value
US LC Growth
US LC Core
US MC Value
US MC Growth
US MC Core
US SC Value
US SC Growth
US SC Core
Weighted Average

Source: AMG proprietary analysis and classification of firms and strategies. Frms
represented include AMG Affiliates. Mercerinsight® database utilized for retuen data. Boutique
persistency measured as percenlage of boutiques beating their primary index {net of
estimaled fees) in successive years (after they had beaten the index in the previous year),
Primary indices include MSCH EM, MSCIWorld, Russell 1000 Value, Russell 1000 Growth,
S&P 500, Russell Midcap Value, Russell Midcap Growth, Russell Midcap, Russell 2000
Value, Russell 2000 Growth, Russell 2000,




Conclusion:

Core Boutique Characteristics Position Them Well To Add Value For Clients

Analysis Reflects Favorably On Boutique
Investment Managers

While a considerable amount of research has focused on the
perennial active versus passive debate, our analysis focused on
an important industry subset — active boutique investment
managers. Qur analysis illustrates that boutiques have
outperformed non-boutique peers and delivered significant
net excess returns versus indices over the past 20 years.
It also suggests that top boutiques generate significant alpha
and that the strongest boutique outperformance came in
the Emerging Markets Equity, Global Equity, and U.S.
Small Cap Equity categories.

Core Boutique Characteristics Position Them
To Generate Long-Term Outperformance

Sophisticated investors around the world are increasingly
recognizing the ability of focused boutigue active investment
managers to outperform both non-boutique peers and indices.
Many of these investors follow a barbell strategy, where
they complement their core passive exposures with
allocations to active equity and alternative strategies
managed by boutiques. Core characteristics that position
boutiques well to consistently outperform in return-seeking

asset classes (active equities and alternatives) include:

P Alignment of interests: direct equity ownership
ensures that key principals have a vested interest in the
long-term success of a boutigue. Many of the most
talented investment professionals in the world are
drawn to the boutique structure, where the incentive
system allows them to own the results of their
investment performance.

P Multi-generational management: the presence of
a multi-generational management team, including a
succession plan, is another core foundation of a boutigue.
This ensures that key principals will continue to remain
motivated and highly involved in business development.

P Entreprenecurial culture with partnership orientation:
key partners control the daily operations of a boutigue
and are actively involved in business planning and building
an enduring franchise. Great investors are more likely to
be drawn to boutiques that offer an entrepreneurial
culture and allow them to have a direct impact on the
future success of their business.

P Investmeni-centric: a boutique has an investment-centric
organizational alignment, typically geared to a distinct
investment philosophy (e.g., value-oriented with strong
focus on purchasing securities below their intrinsic
value) with a highly focused investment process
{e.g., bottom-up stock picking). These investment
considerations have primacy at a boutique, which
is more likely to manage towards optimal risk-adjusted
returns, often setting capacity limits to remain nimble in
its investment approach.

» Commitment to building an enduring franchise:
key principals are commitied to the long-term growth
and success of a boutique, often signaled by their
willingness to sign multi-year employment agreements.
A stable, long-term environment is ideal for generating
investment success, and a group of principals bound
together by long-term equity is best positioned to
deliver this success.

Figure 14: Boutique Model: Core Characteristics Giving Boutiques
an Advantage in Generating Alpha

Boutique
Investment
Firm

Source: AMG
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Appendix

Figure 15: Boutique Strategies vs. Non-Boutique Strategies: Average Annual Outperformance

Average AnnualValue Creation vs. Comparable Non-Boutique (bps) Percentage of Years Outperforming
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Source: AMG proprietary analysis and classification of firms and strategies. Finms represented include AMG Affiliates. Mercerinsight” database utilized for return data. Analysis based on rolling

one-year gross returns for institutional equity strategies during trailing 20-year period ending 12/31/14.

Figure 16: Boutique Strategies vs. Indices: Average Annual Net Excess Returns

Average Annual Net Value Creation vs. Primary.Index (bps)
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Source: AMG proprietary analysis and classification of firins and strategies. Firms represented include AMG Affiliates. Mercerinsight® database utilized for return data, Net returns estimated
by taking one-year rolling gross returns for institutional equily strategies during trailing 20-year period ending 12/31/14 less estimated average bouticue fee rates based on available data
for each product category. Primary indices include MSCEEM, MSCI Workd, Russell 1000 Value, Russell 1000 Growth, S&P 500, Russelt Midcap Value, Russell Midcap Growth, Russell Mideap,

Russell 2000 Value, Russetl 2000 Growth, Russell 2000,
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Important Information

FOR INSTITUTIONAL/WHOLESALE OR PROFESSIONAL CLIENT USE ONLY - NOT FOR RETAIL DISTRIBUTION

This material has been prepared by Affiliated Managers Group, Inc. ("AMG”) and 1s provided for informational purposes only. This
material is only directed at persons who may lawfully receive it, and you should satisfy yourself that you are lawfully permitted to
receive this matenal. AMG 1s in the business of making investments in boutique investment management firms, and is not in the
husiness of providing investment advice. This material is not intended to be relied upon as a forecast or research and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy, nor is it investment advice.
The views and opinions expressed in this material are those of AMG, are as of the date hereof and are subject to change based
on market and other conditions and factors. AMG makes no representation or warranty as to the accuracy of the data, forward-
looking statements or other information in this material and shall have no liability for any decisions or actions based on this
material. AMG does not undertake, and is under no obligation, to update or keep current the information or opinions contained in
this material. The information and opinions contained in this material are derived from proprietary and nonproprietary sources
considered by AMG to be reliable but may not necessarily be all-inclusive and are not guaranteed as to accuracy. Past performance
is not a reliable indicator of future performance. In addition, forecasts, projections, or other forward-looking statements or
information, whether by AMG or third parties, are similarly not guarantees of future performance, are inherently uncertain, are
based on assumptions at the time of the statement that are difficult to predict, and involve a number of risks and uncertainties.
Actual outcomes and results may differ materially from what is expressed in those statements. Any changes to assumptions that
have been made in preparing this material could have a material impact on the performance presented herein. No part of this
material may bhe reproduced in any form, or referred to in any other publication, without our express written permission.

Portions of this material are copyright MSCI 2015. Unpublished. All Rights Reserved. This information may only be used for your
internal use, may not be reproduced or re disseminated i any form and may not be used to create any financial instruments or
products or any indices. This information is provided on an “as is” basis and the user of this information assumes the entire risk
of any use it may make or permit to be made of this information. Neither MSCI, any of its affiliates or any other person involved
in or related to compiling, computing or creating this information makes any express or implied warranties or representations with
respeact to such information or the results to be obtained by the use thereof, and MSCI, its affiliates and each such other person
hereby expressly disclaim all warranties (including, without limitation, all warranties of originality, accuracy, completeness,
timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting
any of the foregoing, in no event shall MSCI, any of its affiliates or any other person involved in or related to compiling, computing
or creating this information have any liability for any direct, indirect, special, incidental, punitive, consequential or any other
damages (including, without limitation, lost profits) even if notified of, or if it might otherwise have anticipated, the possibility of
such damages. MSCl is a registered trademark of MSCI, Inc.

Russell Investment Group is the source and owner of certain of the data contained or reflected in this material and all trademarks
and copyrights related thereto. The material may contain confidential information and unauthorized use, disclosure, copying,
dissemination or redistribution is strictly prohibited. This is a user presentation of the data. Russell Investment Group is not
responsible for the formatting or configuration of this material or for any inaccuracy in presentation thereof. Russell indices are
trademarks/service marks of the Russell Investment Group. Russell{r) is a trademark of the Russell Investment Group.

Standard & Poor's information contained in this document is subject to change without notice. Standard & Poor's cannot guarantee
the accuracy, adequacy or completeness of the information and is not responsible for any errors or omissions or for results
obtained from use of such information. Standard & Poor’'s makes no warranties or merchantability or fitness for a particular
purpose. In no event shall Standard & Poor’s be liable for direct, indirect or incidental, special or conseqguential damages from the
information here regardless of whether such damages were foreseen or unforeseen.

This document may be distributed in Europe by Affiliated Managers Group Limited which is authorised and regulated by the UK.
Financial Conduct Authority ("FCA”). When distributed by Affiliated Managers Group Limited, this material is directed only at

persons (Relevant Persoris) who are classified as Eligible Counterparties or Professional Clients under the rules of the FCA.

This document may be distributed in the Middle East by Affiliated Managers Group Limited which is requlated by the Dubai
Financial Services Authority as a Representative Office.
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[Tis <’Jf>mu'wff-r‘ii rm\/ he distributad in Australia and New Zealand by Alfihated Managers Group (Pty) Limited (ABN 68 123 448 984,
ARN 3 443903} which 1s licensed and regulated by the Australian Securities & Investments (‘ommxswon When
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s document may be distributad in Asia by Affiliated Managers Group (Hong Kong) Limited which s licensed and regulated by
3 ‘ utures Comnssion of Hong Kong for Type 1 {(dealing in secunities). When distnibuted by Affiliated I\/Iane gers
Group Hong Kong l mited this matenal is directed only at persons who are classified as Professional Inveslors as defined in the
Secunties and Futures Ordinance.

This document may also be distithuted by AMG Funds LLC ("AMG Funds”}, which is the U.S. retail distribution anm of AMG, or by
AMG Funds' wholly-owned subsidiary Aston Asset Management LLC ("/’\ston . AMG Funds is registered as an investment
advisar with the Securtties and Exchange Commission and as a Commodity Pool Operatm with the Cormmodities Futures Trading
C' MM (‘sc(m, anid is 8 member of the National Futures Associalion. Aston is registered as an investment adviser with Lhe

Securities and Exchange Commission
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