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The long and short of alternative investment strategies

MURELEEN BENTON
FINANCIAL SENSE

There is a traditional way to
make money in the stock market
— invest in a company’s stock
and hope to generate profits as
the stock rises in value.

This is refertred to as a
“long” investment and involves
investing in a security with the
expectation that the price will
increase over time. But that is
only one way to make money in
the markets.

Some investors also take
advantage of profit opportuni-
ties created when the value of a
stock decreases, which is called a
“short” strategy. For example,
an investor who borrows shares
of stock from a broker and sells

them on the open market is said
to have a short position in the
stock.

The investor must eventually
return the borrowed stock by
buying it back from the open
market. If the stock falls in
price, the investor buys it for
less than he or she sold it, thus
making a profit.

In today’s marketplace, many
investors are discovering the
potential benefits of combining
both long and short strategies in
the same portfolio. This is one
of the more popular “alterna-
tive investment” approaches
now available to investors.

COMBINING THE STRATEGIES

A number of investments
known as hedge funds incorpo-
rate a combined long/short
strategy. The key benefit of this
approach is to create more
opportunity to outperform the
market in a given period of time
while also managing risk.

In its most basic form, the
long/short approach works this
way. A manager invests 100 per-
cent of a fund’s assets in long
positions, buying securities

intended to generate a positive
return. The manager also gener-
ally constructs a short portfolio.
As is common for this strategy,
securities are botrrowed, then
sold, on the assumption that the
value of these positions will
decline in the weeks and months
to come, generating the poten-
tial for profit.

By selling securities, the fund
now has more assets available to
invest in additional long posi-
tions. For example, the fund’s
long and short position may
break down in this way:

e long positions (using fund
assets): 100 percent.

e Short positions (borrowed
securities sold): -30 percent.

e Additional long positions

(funded by proceeds from

short sales): 30 percent.

e Netinvestment: 100 percent.

While the total long position
adds up to 130 percent of the
money invested in the fund, 30
percent of the value is subtract-
ed because it represents short
positions that are sold, resulting
in a net investment of 100 per-
cent of the fund in a mix of 130

percent long positions and 30
percent short positions.

THE POTENTIAL UPSIDE

Some managers appreciate
having the ability to use a
long/short  strategy. Their
research will help them choose
positions that appear to offer
attractive returns. But they also
may identify stocks (or seg-
ments of the market) that may
be at risk of losing value in the
near term. Adding the ability to
generate profits with short posi-
tions in these types of securities
has the potential to enhance the
fund’s return.

In addition, the manager is
leveraging the assets in the port-
folio. By shorting some posi-
tions, more money becomes
available that can be used to add
to the favored long positions in
the portfolio. If those stocks
perform well, it can boost the
fund’s return beyond what was
possible using only the original
assets invested in the fund.

More profits are also gener-
ated if the short positions pan
out and those stocks lose
money.
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Basketball player scores at UC Davis
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RYAN SiLvA wearing his number 5, pushes the boundaries against

La Verne.

ANDRE GENSBURGER
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Clayton resident Ryan Silva,
a 2007 graduate of De La Salle
High School, became a “walk-
on” star with the UC Davis
men’s basketball team this sea-
son.
Coming off the 2006 state

basketball championship, Silva

used his experiences as a fresh-
man in a backup guard role to
surprise everyone with lightning
fast moves and determined play.
He averaged 15 points at De La
Salle last season, and his teams
were 83-10 in three seasons.

“I learned how to be deter-
mined,” Silva said, “and I got
the mindset of winning from
my high school coach, who

taught me that every time I step
on the court that there is always
something to prove.”

“From an early age, I saw a
great potential in Ryan’s bas-
ketball abilities,” said his
father, Dave. “His shooting
and defense skills greatly
improved to where they
impressed quite a lot of college
basketball coaches.”

During a 14-minute play
against La Verne, UCD coach
Gary Stewart said Ryan was
“disruptive on both ends of

the court.”

“My walk-on role hasn’t
shaped my play any differently. I
play the same way I would have
in the rec center,” Ryan said.

“The most difficult part of
the game is to be consistent
with playing hard and being
competitive,” he added.

“In the UC Davis versus
Nicholls State game (69-67),
Ryan scored 16 points and was
second behind starting guard
Vince Oliver, who had 19,” his
dad reported.

Another attraction of the
long/short approach is the abili-
ty it gives a skilled manager to
mitigate investment risk. The
manager can take short posi-
tions in investments he or she
believes are susceptible to a tem-
porary downturn, to help offset
the potential impact of a nega-
tive market on the portfolio.

Another benefit is that
long/short funds historically
have had a low correlation with
stocks and bonds, meaning that
they provide some diversifica-
tion for a portfolio invested in
more traditional segments of
the market.

A properly  managed
long/short strategy has the
potential to generate attractive
returns, but it is not a sure thing,
For starters, short selling stocks
presumes the stock will lose
money in the future. This is
essentially a short-term play, and
the stock market can be very
unpredictable on a short-term
basis.

In addition, using the pro-
ceeds from shorting a stock to
purchasing more long positions
is, in essence, leveraging the
investment. If the short or long
position, or both, lose money
for the investor, the negative
impact can be more dramatic
than if the fund just purchased
long positions using no leverage.

HoOW TO PARTICIPATE

A number of mutual funds
or exchange-traded funds offer
long/short and other types of
alternative strategies. These can
play an important role in helping
to diversify your portfolio. Make
sure you take the time to undet-
stand how these funds operate
and that they are appropriate for
your portfolio before you make
any investment decisions.

Investors should consider the
investment objectives,  risks,
charges and expenses of a mutu-
al fund carefully before investing;
For a free prospectus, which con-
tains this and other important
information, contact your finan-
cial advisor. Read the prospectus
carefully before you invest.

Investment products, includ-
ing shares of mutual funds, are
not federally or FDIC-insured,
are not deposits or obligations
of, or guaranteed by any finan-
cial institution, and involve
investment risks including pos-
sible loss of principal and fluc-
tuation in value.

Long/short funds have typi-
cally a high turnover strategy,
which could increase transac-
tion costs and cause short-term
capital gains to be realized.

Diversification does not
assure a profit or protect against
loss. Alternative investments
involve substantial risks, may be
more volatile than traditional
investments and are typically
only suitable for investors with
an above average risk tolerance.

Short selling is a high-risk
strategy that involves selling a
security not owned in anticipa-
tion that the price of the securi-
ty will decline. If unanticipated
market movements occur, losses
may be substantial.

Mureleen Benton is a Certified
Financial Planner. Call her with
questions at 685-4523

This information is provided for informa-
tional purposes only. The information is intend-
ed to be generic in nature and should not be
applied or relied upon in any particular situation
without the advice of your tax, legal and/ or your
Sfinancial advisor. The views expressed may not
be su i/n/1/pjbr every situation.

Ameriprise  Financial = Services, Inc.,
Member NASD and SIPC,  part  of
Ameriprise Financial, Inc.
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business for over 35
years and has always
provided quality repair
with excellent
customer service!

Mike’s Auto Body
3001 North Park Blvd.
Pittsburg, CA
(925) 432-9910

(formerly American Auto Body)

WWWMAUTOBODY.COM

Visit our website for our other 7 locations

9:30 p.m.to1a
$40 for adults
$30 for youth under 16
$30 for adults not bowling

Pre-paid reservations a must

Live music by

"jest Jammin”
Rock ‘n Roll band

featuring favorites from
the 60s to the present

Hors d’ocuvres and
tri-tip buffet dinner

Party favors
Champagne at Midnight

|| leyeer Vel

5300 Clayton Road e Concord, CA
925.689.4631 ® www.claytonvalleybowl.com
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Offer ends
January 2, 2008

$16.67 per $ 1,000 borrowed.
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TST-5600

3800 Century Way, Pittsburg

Wimit us online At weras masselaulo.com

All units plus government fees and taxes, any finance charges, any dealer document preparation charge, and any
emission testing charge. Subject to credit approval & prior sales. ® #1 GMC Dealer year-to-date 2005. Offer
expires 1/2/08. Rebates are not compatible with special rate financing.
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