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Discovery of Interactive Investing

Clients help manager identify and evaluate investments

By Javed Malik
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Vital Statistics

Assets under mgt. © $45 million
Aggressive Strategy $23 million
Moderate Strategy $12 million
Conservative Strategy $10 million

Minimum investment  $500,000

Redemption Annuéll.ly.

Registrations Broker-dealer, RIA

Fee structu_r; RO i o

Management fee 1%-1.5%

Incentive fee 0%

Domicile New York

Auditor

Price Waterhouse 1994

In the ever-evolving dictionary of finan-
cial terms, Steven Abernathy of Cowen
& Company’s Steven Abernathy Group
has added a new entry - Interactive
Investing. The concept implies proactive
interaction between the investment
manager and their investing clients for
identifying and researching investment
opportunities. Abernathy Group, con-
sisting of a partner of Cowen &
Company, and his research, investment
and marketing teams, uses these tech-
niques to manage $80 million worth of
assets of which $45 million are in three
hedge fund like composite strategies.

“This success can be replicated in
other spheres of investing; it is, in fact,
the investment style of the future,”
stresses Abernathy. He believes that,
much as mutual funds fundamentally
changed the way people invested less
than half a century ago, his concept will
revolutionize the investment world.
“The future is for this kind of investing as
it is in line with the needs of the times,”
he asserts.

A basic assumption of the technique
is that a traditional hedge fund manager
cannot be an expert in all fields and
technologies in which he invests.
Because the manager’s knowledge of
particular industries, technologies, and
products will always be inferior to the
experts in those spheres, a value-added
approach could be used to bundle the
expertise of the manager and the
expert. “Traditionally, hedge fund man-
agers have been wearing all hats to fulfill
these functions, but with the rising com-
plexity of the real world, it has become
increasingly difficult for them to do so0.”

The best way to establish a link
between the experts and hedge fund
managers, in Abernathy’s opinion, is to
form a partnership in which the experts
in their fields invest their assets with the
fund manager and provide their exper-
tise to him in the opportunity identifica-
tion and evaluation process. “This works
much better as the investing experts
have a stake in their advice and [it] is

very cost-effective compared with hiring
the experts as consultants,” says
Abernathy.

Information-edge

The Abernathy Group currently has
about 100 experts in the medical, phar-
maceutical, and biotech fields who
invest their money with the group and
work as eyes and ears for the manager
when investment opportunities arise in
their respective fields. “We can say with
confidence that we have the best possi-
ble legally allowable information and
knowledge of more than 150 companies
which fall under our purview,”
Abernathy says. The group also has
interests in electronics, computer hard-
ware and software, telecommunications,
wireless communications, networking,
semiconductors, and multimedia com-
panies.

The group employs this information-
edge strategy for risk control as well.
“We do not overdiversify as it hurts the
performance,” says Gary Leet, senior
vice president. He believes that risk can
be substantially reduced by obtaining an
informational edge, and that it is a com-
mon misconception that only diversifica-
tion can significantly reduce risk. “If one
is able to get the best possible informa-
tion about a company, the risk is already
minimized,” Leet asserts.

As a result of the group’s confidence
in this informational advantage, the
manager only holds about a dozen posi-
tions. “We go out and thoroughly
research the companies which we invest
in, we not only talk to their manage-
ment but also to their competitors, sup-
pliers, consumers, and others in the
industry; this, along with the insight of
experts we have in that industry, helps
us form opinions,” Leet adds.

Concentrating on healthcare and
technology, the aggressive strategy has
returned a well-above-average annual-
ized return of 67% during five years of
operation, compared with 19.4% for the
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MAR/Hedge median of US opportunity
hedge funds. The strategy returned
huge returns of 142.7% and 147.2%
during 1991 and 1993 respectively.

“We only invest in the company’s
growth, and our approach is micro-
based. Relative value is what we are
looking for and that-is why we are able
to identify value even in the technology
sector.” _

The managers call themselves
investors as opposed to traders and put
great emphasis on the future cash flow
of a company when deciding to take a
position. “We are only interested in
growth and do not care about income,”
Abernathy explains. They do not invest
in an industry that is growing at less
than 20% per year. Positions are only
taken in publicly traded companies. “We
are presently generating venture capital
returns by using publicly traded compa-
nies,” says Abernathy.

Long-term fundamentals

A company may be followed for years
before a position is taken, and once the
position is taken it is held until a desired
event has taken place, like the develop-
ment of a new product. One example of
this long-term investment is Orion
Pictures, which the group owned from
February 1993 until the end of 1995
before taking profits.

The group’s best risk adjusted invest-
ment was AT&T, in which the group
went long in mid-1991 when AT&T’s
stock was trading in the $25-3$30 per
share range and closed the position in
1993 when it was in the $60 per share
range.

The worst trade the group ever made

Steven Abernathy Group
Cowen & Company

PERFORMANCE HISTORY
- January 1991-October 1995

MAR/Hedge
Aggressive Conservative  US Opportunity

Strategy Strategy Median
Return (%) ;
Annual Comp. Rate 67.05 25.63 19.39
1991 142.65 N/A 23.00
1992 44.47 1.2 21.19
1993 147.18 63.75 19.50
1994 -6.25 1.02 1.02
1995 (10 mths) 46.99 30.44 19.18
Risk (%)
Annual Std Dev 42.21 26.48 12.30
Maximum Decline -40.23 -28.20 -9.63
Return/Risk
Sharpe Ratio 1.02 0.90 1.02
Correlation with Benchmarks
S&P 0.02 0.06
T-Bills 0.00 0.00
Lehman Bond Index 0.03 0.01

0.06 0.01

MAR Trader Index

was in Altera Semiconductors. The
group went short in 1994 when Altera’s
stock was trading in the low-$30 range
and decided to take their losses when it
was trading in the low-$50s. This trade
turned a positive 1994 into the only year
in which the strategy’s return was nega-
tive.

The managers do not equate volatil-
ity to risk. “A true investor embraces
volatility as it puts money to work more
inexpensively,” Leet explains. “We try to
figure out the business cycle and the
business plan of the company and invest

Returns: Aggressive Strategy
vs MAR/Hedge US Opportunity Universe

according to our expectations of that
plan maturing,” he adds. If a manager is
able to maintain his position for the time
period anticipated to bring in the
desired results from a new product or
business maturity, risk is significantly
reduced, according to Leet.

“When people look at our very high
returns they think we must be taking a
lot of risk to make this possible but this is
absolutely not the case,” says Leet.
Volatility, as reflected by standard dura-
tion and maximum decline, are much
higher than the MAR/Hedge median.
The Sharpe ratio for the aggressive strat-
egy is 1.0 and for the conservative strat-
egy, 0.9.

They do not use stop-loss orders,
believing that the market makers tend to
take advantage of them at the investor’s
expense. The group occasionally uses
futures and options to hedge its posi-
tions.

The management fee is 1.5% for
assets up to $1 million and 1% for assets
over $1 million.
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The Interactive Investing trademark is
“ owned by Steven Abernathy and Gary
= Leet.
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