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ALTERNATIVE TERMS 
Alternatives can be more complex than traditional asset classes so it’s important to 
understand the terminology behind these investments and differences between traditional 
hedge funds and liquid alternative mutual funds. Below are some commonly used terms in 
the world of alternatives.

Alternatives

 ABSOLUTE RETURN
  Strategies which seek to generate a positive return, 

regardless of market conditions and are typically 
benchmark-agnostic. 

 ALPHA
  The measure of the performance of a portfolio 

after adjusting for risk. Often used as a measure of 
manager skill. 

 BETA
  Beta is a measure of an investment’s sensitivity to 

the market as a whole. A beta below 1 indicates 
lower sensitivity to the market; a higher beta 
indicates higher sensitivity.

 CORRELATION
  Correlation is a statistical measure of how often 

two securities move in the same direction relative to 
each other. 

 DRAWDOWN
  The peak-to-trough decline during a specific time 

period of an investment, usually quoted as the 
percentage loss from the peak to the trough. 

 SHARPE RATIO
  Calculates an investments return per unit of risk. It 

allows you to answer whether you are being “paid” 
(in the form of return) for the risk you are taking.

 SORTINO RATIO
  Similar to Sharpe Ratio, but focuses only on 

downside risk instead of up and downside volatility. 

 STANDARD DEVIATION
   A statistical measure of the historical variation 

of a portfolio’s monthly returns; a lower standard 
deviation indicates historically less variability 
typically synonymous with volatility. 

 VALUE AT RISK (VaR)
  A statistical technique used to measure and quantify 

the level of financial risk within a firm or investment 
portfolio over a specific time frame in order to 
ensure that risks are not taken beyond the level 
at which the firm can absorb the losses of a worst 
probable outcome.

MEASUREMENT
These terms are commonly used to measure the return or risk associated with an investment as well as its sensitivity to the 
market or other asset classes.

Investors should considerthe investment objectives, risks, charges and expenses ofthe Fund/Portfolio carefully before investing. Forcopies of our prospectus or 
summary prospectus, which contain this and other information, visit us online at www.abglobal.com or contact your AB representative. Please read the prospectus 
and/orsummaryprospectus carefully before investing. 
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 HEDGING
   Making an investment to reduce the risk of adverse 

price movements in an asset. Normally, a hedge 
consists of taking an offsetting position in a related 
security, such as a futures contract. 

 DERIVATIVES
   A contract between two or more parties that 

derives its value from fluctuations in the underlying 
asset. Derivatives can be used to hedge against 
price movements, increasing exposure to price 
movements for speculation or getting access to 
otherwise hard to trade assets or markets. 

 LEVERAGE
  Allows one to control a large dollar amount of an 

investment position with a comparatively small 
amount of capital; leverage may increase the 
magnitude of gains or conversely the magnitude  
of losses, relative to an unleveraged position. 

 SHORTING BONDS
    The sale of a security that is not owned by the seller, 

or that the seller has borrowed. Investors short 
sell bonds when they expect rates to rise or credit 
spreads to widen, as rising rates or widening spreads 
would result in prices falling. 

 SHORTING STOCKS
   The sale of a security that is not owned by the seller, 

or that the seller has borrowed. Investors short 
stocks when they believe that a security’s price will 
decline, enabling it to be bought back at a lower price 
to make a profit. 

 ACCREDITED INVESTOR	 	Investors who are financially sophisticated and 
have a reduced need for the protection provided 
by certain government filings. Accredited investors 
include individuals, banks, insurance companies, 
employee benefit plans, and trusts with certain 
asset limits. 

 HIGH WATER MARKS
  The highest peak in value that an investment fund/

account has reached. This term is often used in the 
context of fund manager compensation, which is 
performance based. 

 HURDLE RATES
   Refers to the rate of return that the fund manager 

must beat before collecting incentive fees. 

 

 INCENTIVE/PERFORMANCE FEE
  A payment made to a fund manager for generating 

positive returns. It is generally calculated as a 
percentage of investment profits, often both realized 
and unrealized, and charged in addition to  
a management fee. 

 LOCK-UP PERIODS
   Window of time in which investors are not allowed 

to redeem or sell shares. The lock-up period 
helps portfolio managers avoid liquidity problems 
while capital is put to work in sometimes illiquid 
investments.

  PRIVATE PLACEMENT MEMORANDUM (PPM)  
OR OFFERING DOCUMENT

  A legal document stating the objectives, risks 
and terms of investment involved with a private 
placement. An offering memorandum serves to 
provide buyers with information on the offering and 
to protect the sellers from the liability associated 
with selling unregistered securities.

TECHNIQUES
 These terms are commonly used to describe investment techniques used in alternatives strategies.

HEDGE FUND TERMINOLOGY
These terms are commonly associated with traditional hedge funds. Liquid alternative mutual funds are not subject to these same 
rules and regulations.


