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Diversifying Within Alternatives

Lake Partners brings experience and insight to the world of alternative investing.
Despite the buzz in the media the last few years about alternatives to traditional equity and fixed-income
investing, alternative investments remain a challenging area for most investors. Definitions of what is or is
not an alternative investment varies from expert to expert. Although often billed as having low correlations to
traditional stocks and bonds, alternatives come in all shapes and sizes—often with performance and volatility
characteristics that differ drastically from one another. Indeed, just picking one or two alternative vehicles may
not be enough to deliver the desired effect of lower correlation and greater stability of returns that investors
seek. Whereas investors typically seek diversification among their equity and fixed-income investments, many
don't have the experience, knowledge, or resources to build a diversified portfolio of alternative investments.
Enter Lake Partners, subadvisor to the Aston/Lake Partners LASSO Alternatives Fund—a fund of mutual
funds designed to be a one-stop diversified solution for investors seeking alternative market exposure. Lake
Partners has more than two decades of experience researching and investing in alternative strategies and
mutual funds that use alternative or hedging strategies ("hedged mutual funds"). LASSO® (Long and Short
Strategic Opportunities®) is their name for a strategy intended to produce better long-term compounded rates
of return with reduced correlations and lower volatility than conventional equity and fixed-income assets across
a variety of market climates. Brothers, and co-portfolio managers, Ron and Rick Lake draw upon their deep
understanding of the alternative universe. Having edited and published a popular textbook, Evaluating and
Implementing Hedge Fund Strategies, now in its third edition, they thoroughly understand many of the nuances
and idiosyncrasies of hedged mutual funds, allowing them to better recognize return maximizing and risk
minimizing opportunities.

Easy to Grasp, Hard to Master

The depth of their knowledge drives the Fund's allocation between various hedged mutual funds. In Lake's view,
selecting the right mix of funds is as important as selecting the right managers. Each hedged mutual fund has its
own cycle—times when the return potential is exceptional or poor, valuations are high or low, or even when the
fund itself is in or out of favor with investors. More than with traditional stock or bond funds, hedged mutual
funds can be influenced by unique, sometimes isolated, factors that can have a dramatic impact on results. Lake's
extensive experience in observing and investing in hedge mutual funds help them to spot opportunities among
the various options.
During the recent financial crisis, for example, the Fund invested in hedged mutual funds specializing in merger
arbitrage when spreads jumped to unprecedented levels. The large spreads reflected the fear that company
acquisition deals would collapse amid the credit crisis. Everyone was afraid. Although Lake typically describes
its approach as being "thoughtful incrementalists" when it comes to allocating assets, recognizing the severe
disconnect in the market the Fund allocated a sizeable position to two merger arbitrage mutual funds at its April
2009 inception. Deals ended up being completed as the market stabilized and recovered later in 2009 and on into
2010.
Lake's insights into strategy allocation comes not only from market experience, but also from its relationships
with many of the managers in the field. The firm speaks regularly with a wide array of hedged mutual fund
managers for their thoughts on the factors influencing their particular strategies, as well as their overall market
views. These long-term relationships, plus rigorous analysis of the underlying portfolios and positions, helps
Lake to pick the managers best able to add value within a particular area. Although the Fund will occasionally
hold an exchange-traded fund (ETF) as a hedging tool or for exposure to a niche area of the market, it's typically
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only at the margin. Within the universe of alternative investing, Lake believes that manager skill is key—
something an investor doesn't get with an ETF.

Managing Risk

The Fund's allocations are also guided by stringent volatility and risk management parameters. Lake targets
daily volatility and a maximum monthly drawdowns in addition to actively adjusting the portfolio's net equity
exposure. Ranging from 20% to 50%, the portfolio's net equity exposure (long equity positions minus short
positions) is a key risk management tool for managing volatility. Lake's focus on managing risk on a daily basis,
instead of chasing returns, can help them to dampen overall volatility and stabilize returns.
For example, Lake had reduced the Fund's net equity exposure to the low 30s by the start of 2010, from a peak of
45% in September 2009, as the rally in equity markets brought valuations back to historic norms. Lake increased
stakes in hedged mutual funds focused on credit and strategic fixed-income, both long and short, having
identified opportunities within a number of areas of the debt market. Lake favored these types of strategies at the
time because they thought they offered the potential of equity-like returns without equity-like volatility.

Using Mutual Funds

The Fund invests almost exclusively in mutual funds operating under the Investment Company Act of 1940, for
the greater investment integrity and flexibility of those vehicles. Mutual funds provide regulatory oversight, an
independent board of directors, greater transparency, and daily liquidity, as well as limits on leverage and shortselling. All of which contribute to reducing the chances of unforeseen catastrophic events occurring as witnessed
at a number of private hedge funds and less-regulated investment options during the credit crisis.
Although cheaper than many other alternative vehicles, the added liquidity and diversification of a fund of
mutual funds format does come at a cost. Investors foot the bill for the expenses of the underlying portfolio of
mutual funds in addition to the normal management fees of the Fund. Theoretically, investors could try to save
by going it alone, but such an approach comes at a price too—doubt as to whether it's enough to get the job done
amid a growing field of alternative choices and in an investment environment marked by increasing volatility
and uncertainty. In a specialized area such as alternatives it often helps to delegate to those with expertise. In
Lake Partners, the Fund offers a diversified one-stop solution backed by more than two decades of investment
experience.
Article written by:

Kerry O'Boyle is an Investment Strategist with Aston Asset Management. Prior to joining Aston he wrote on a variety of
investment topics as a mutual fund analyst for Morningstar, Inc. Kerry is a graduate of the U.S. Naval Academy, and holds an
M.A. in Liberal Arts from St. John's College, Annapolis, MD.

Note: The Fund incurs the risks of the underlying funds in which it invests. Potential risks include
the use of aggressive investment techniques and instruments such as options and futures, derivatives,
commodities, credit-risk, leverage, and short-sales that taken alone are generally considered riskier than
conventional market strategies. Use of aggressive investment techniques may expose an underlying fund
to potentially dramatic changes (losses) in the value of its portfolio. Short sales may involve the risk that
an underlying fund will incur a loss by subsequently buying a security sold short at a higher price. Past
performance is no guarantee of future results. For more information about Aston Asset Management LP
and its subadvisors, please call 800-597-9704, or visit www.astonfunds.com
Investors should consider the investment objectives, risks, charges, and expenses of the Aston Funds
carefully before investing. Please call 800-992-8151 for a prospectus, which contains this and other
information about the Funds. Read it carefully before you invest or send money. Distributed by BNY Mellon
Distributors Inc., which is not an advisor affiliate.
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