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Preface

Investors today are considering a much wider range of investment vehicles
than they did ten years ago. Part of the reason for this change is the poor
performance of the stock and bond markets in the 1970s in comparison to other
types of investments, like real estate or even Treasury bills. Another part of the
reason is the keen competitiveness of financial institutions in responding to this
situation with a large number of new and imaginative investment products. Most
persons would readily recognize some of them, like money market funds, but
would be less familiar with others, like financial futures or Eurodollar instru-
ments. ]

The purpose of The Complete Guide to Investment Opportunities is to
provide in a single source reliable information about a wide array of investment
vehicles. In this volume the reader can turn to a basic description of nearly sixty
different kinds of investments, prepared by leading bankers, brokers, investment
advisers, dealers, and financial specialists. A lawyer, asked by a client about
strategic metals as an investment, can quickly obtain sufficient information to
provide intelligent advice. An individual investor can use the Guide to learn about
the tax consequences of investing in options. An institutional investor can obtain
a concise overview of eight kinds of real estate investments. Estate executors and
trustees, whether attorneys or bankers, can compare the performance of many
new and traditional kinds of investment vehicles. Investors of moderate to
substantial means should find the Guide a continuing source of interesting ideas
and challenging insights,

To make the Guide casy to use, the entries for each investment vehicle are
extensively cross-referenced and follow, to the extent possible, a standard format,
Each entry begins with a general description of the vehicle itself. Then there is a
discussion of the characteristics that make it an attractive investment and those
characteristics that detract from its appeal.

Each entry examines — often in depth — the practical considerations of
investing in the vehicle, such as

* The primary factors that determine the monetary value of the asset;
* Its suitability for specific types of investors;

* Where to obtain professional advice;

* How to buy and sell;

* Tax implications; and

* Unusual custodial problems and how to solve them.

The Guide ends with three articles of broad interest to investors. The first
contains the latest investment return numbers of bonds, stocks, and real estate
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from the well-known Ibbotson-Sinquefield studies. Some performance statistics
begin as early as 1926. The authors also include performance data on a number
of other, less standard, investments. This discussion utilizes many tables and
charts of unusual interest. The second article describes the fundamentals of
portfolio management in nontechnical terms. These fundamentals are often as-
sociated with the term “modern portfolio theory,” or MPT. The discussion
provides numerical examples of optimal portfolio strategies under various possi-
ble future scenarios and then examines the implications of these strategies for
attaining specific investment objectives. The third article discusses the tax im-
plications of investing in collectibles, which in some respects are critically differ-
ent from investing in more traditional vehicles. The Internal Revenue Code
makes important distinctions between a “dealer” and “non-dealer,” and these
differences are carefully explored. In addition, the reader is warned of certain
pitfalls in donating collectibles to nonprofit institutions.

Readers will appreciate a further attractive feature — the publisher’s com-
mitment to ensure the Guide ’s lasting usefulness through cumulative up-dates that
will be regularly available.

As Editor-in-Chief of this volume, I have been fortunate in working with a
large number of capable and dedicated individuals. My Associate Editor, Jack P.
Friedman, who prepared the initial outline for the book, provided invaluable
expertise in the real estate area and, in addition, carefully reviewed every con-
tributed piece, including my own. The staff at Warren, Gorham & Lamont was
superb. At the outset, I was highly skeptical that a group of contributors of the
caliber I desired could be persuaded to participate, but Eugene Simonoff was
persistent in arguing that his organization could do it. Indeed, an outstanding
group of authors was assembled under the efforts of Gordon Laing, who also
directed the editing of the authors’ contributions. The quality of the Guide is a
direct reflection of all these persons.

Final credit, however, is due to the contributors themselves. For their ardu-
ous efforts and unfailing cooperation in meeting high editorial standards and
demanding deadlines, my Associate Editor and I are deeply indebted.

MARsHALL E. BLUME

June 1982
January 1984



Contents

Page
ATDIragE .. e e e 1
Art Nouveau and Art Deco ... .o 18
Bank Certificates of Deposit ..........cciiiiiiriiiiiiiinn. 29
Bank-Managed Investment Accounts ............... ... i, 51
BOOKS ..ottt e e e e e e 67
Closed-End Funds .......... ... . . .. i i, 81
GO oo e e e 92
Collectibles ... ..ot e e 119
Commercial Paper .......... ... .. . 143
Common Stock—Listed Issues ..........cciviiinrinrinnnrnins. 150
Common Stock—New Issues .......... ... ... ..., 168
Convertible Securities .......... ... ..t 180
Corporate Bonds . ...... ... ... .. e 194
Folk Art and Americana ...............c.uuiiirrninnennnnnin.n 207
Foreign Bank Deposits ......... ... 218
Foreign Equities ... ... .. . i 225
Foreign Fixed Income Investments .............................. 240
Futures—Agricultural Commodities ............................. 261
Futures—Financial ......... .. ... ... ... . ... . . i 276
Futures—Metals ........ ... . . e 288
GEMSLONES . .ottt ittt e 300
Index Funds ......... ... . i 319
Leasing Ventures .............c.oiiiirieiininnininnn. e 332
Life Insurance Investments—Annuities .......................... 355
Life Insurance Investments—Guaranteed Interest Contracts ......... 383
Life Insurance Investments—Separate Accounts ................... 395
Metals—Gold, Silver, Platinum ................ ... .......coo.... 407
Money Market Funds ........ ... ... ... ... ... 429
Mortgage-Backed Securities ........... ... ... . . i, 441
Motion Pictures ....... ... .. .. 463
Municipal Securities ..., . i i e e 481

Mutual Funds . ... 509



xiv CONTENTS

Page
Oiland Gas ...t i e e 535
Options—Putsand Calls ...... ... . ... ... .. .. .. 559
Options—Warrants ..............c. i 579
Paintings . ... ... 598
Period Furniture ........ ... .. ... ... . . 623
Photographs . ... . . . e 646
Porcelain ... i 651
Preferred Stock . ....... .o i 668
Prints ............. R 677
Real Estate—Commercial and Industrial ......................... 702
Real Estate—Condominiums, Cooperatives, Timesharing ........... 721
Real Estate—Farms and Ranches ..............coouvnnen..... 734
Real Estate Investment Trusts ..........................c.u... 748
Real Estate Limited Partnerships ............................... 760
Real Estate—Multi-Family Rental .............................. 775
Real Estate—Single-Family Rental .............................. 793
Real Estate—Undeveloped Land ...................c.oovvee..... 805
Retirement Income—Individual Retirement Plans ................. 822
Retirement Income—Pension Plan Investments ................... 839
RUES . o 871
Sculpture . ... 888
StamIpS .. e 897
Strategic and Critical Materials ................................. 913
Theatrical Productions ............................ e 925
U.S. Government Bonds, Notes, Agency Securities ................ 936
US. Treasury Bills .......... ... . ... . . .. 963
Historical Returns on Principal Types of Investments .............. 972
Portfolio Management ..................... ... i 1002
Tax Considerations for Collector-Investors ....................... 1035

Index .. I-1



ARBITRAGE 1

Arbitrage

Martin A. Weinstein *

BASIC CHARACTERISTICS

Arbitrage, in its purest form, is the practice of buying something in one
market and simultaneously selling it in another market in order to take advantage
of price differences existing at the moment of purchase and sale without risk of
loss of capital.

Riskless Arbitrage

The usual subjects of arbitrage are currencies, currency futures, securities,
and precious metals. For example, the British pound may be selling in Paris at
$1.80 and in Tokyo at $1.81. An arbitrageur who buys a large quantity of pounds
in Paris at $1.80 and simultaneously sells a large number of pounds in Tokyo at
$1.81 can make a substantial profit based on the one-cent differential. In so doing,
the arbitrageur has not risked any capital, but has merely taken advantage of an
inefficiency in the marketplace based on differences in time and distance. Another
example of a riskless-arbitrage situation is the purchase of a security on the New
York Stock Exchange for $33 a share and the simultaneous sale of the same
number of shares of the same security on the Pacific Coast Stock Exchange at
a higher price. This procedure may be carried out in reverse by selling the shares
short on the New York Exchange and buying them at a lower price on the Pacific
Coast Exchange, in order to lock in the differential in price.

Risk Arbitrage

A variant of arbitrage that in practice involves risk of capital loss is the
purchase or sale of a security at a discount or premium from some announced
or stated value, with the hope that the price of the security will ultimately increase
or decrease to this stated value. The magnitude of the discount or premium
reflects the likelihood that the security will never reach, or will greatly surpass,
the stated value. A very simple example of risk arbitrage is the purchase of a stock
at $33 per share when another company has announced a tender offer at $35 per
share. While the investor is trying to earn the $2 differential per share by buying
at the lower price and selling to the announced purchaser at the higher price,
there is a risk that the proposed offer may not be successfully completed. The

* Martin A. Weinstein is a Vice-President of Salomon Brothers, Inc.,, New York.
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material that follows deals exclusively with the various forms of risk arbitrage as
practiced by specialists today.

TYPES OF RISK ARBITRAGE

Risk arbitrage may be undertaken in all forms of corporate reorganizations
and capital restructurings, including tender offers, mergers, exchange offers,
self-tenders and liquidations. These transactions generally require that the arbi-
trageur follow similar analytical procedures in deciding whether to make a pur-
chase, but have different legal characteristics and requirements that may affect
the outcome and shape of the final transaction, the price of the securities pur-
chased when the transaction is completed, and the price of the securities during
the period between the original announcement and completion of the transaction.

In order to evaluate each transaction fairly, therefore, it is necessary for the
arbitrageur to know the mechanics, legal requirements, and possible pitfalls
involved in each.

TRANSACTIONS

Tender Offers

A tender offer is the quickest and simplest way for one company to acquire
any or all of the shares of another company. The advantages of the tender offer
for the purchasing corporation are its speed, relative simplicity, and flexibility.
A tender offer can be geared to acquire any specific percentage of a company that
the buyer wants to purchase. In other words, Corporation A can tender for all
of Corporation B or for any fixed number of shares that would result in A owning
its desired percentage of B.

Mechanics of a tender offer. The purchasing company makes an offer to
purchase for cash the number of shares of the company it seeks to acquire (the
target company). The offer is made through an offering circular which, as re-
quired by the Securities and Exchange Commission (SEC) regulations, must
disclose the salient terms of the offer, such as the source of the buyer’s funds, the
expiration date of the offer, the means by which an individual may withdraw the
tendered shares, and where and how to redeem the stock certificates. Basic tax
considerations concerning the offer are also included.

SEC regulations require that the mechanics of the tender offer commence
within five business days of the public announcement of intent to purchase, and
remain open for the following twenty business days. In non-regulated industries,
however, no shares are actually purchased until the termination of a defined
waiting pericd under the antitrust laws in order to give time to the Federal Trade
Commission (FTC) or Antitrust Division of the Department of Justice to deter-
mine whether the combination resulting from the proposed tender offer would
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violate the antitrust laws. In regulated industries such as utilities, banking, insur-
ance, and transportation, the tender offer is made contingent upon the approval
of the agencies charged with regulating those industries, and the buyer cannot pay
for the shares until all such approvals are received. Since this can take quite a
bit of time, combinations in regulated industries are usually structured as merg-
ers.

Partial Tender Offers

In a partial tender offer where the purchaser only attempts to acquire a
certain percentage of the shares of the target company, SEC regulations require
that a bidder accept all shares properly tendered and not withdrawn during at
least the first ten calendar days of an offer. If the tender offer is oversubscribed
in this period, then all such shares tendered must be purchased on a pro rata basis.
If the offer is not oversubscribed, the bidder may accept shares in the order in
which they are tendered.

Hostile Takeovers

A hostile take-over situation develops when the management or board of
directors of a corporation has turned down an offer to purchase made by another
corporation. The would-be acquiring corporation might then make a tender offer
for all of the target company’s stock or a certain portion thereof in order to get
voting control of the board of directors and of the company. If the acquiring
company does not get the necessary number of shares in the requisite amount of
time, it may either extend the offer, increase the offering price, or abandon the
offer entirely. In some instances, the target company may attempt to seek out a
candidate of its own to purchase its shares at a higher price than that offered by
the company engaged in the hostile takeover and recommend that the sharehold-
ers tender their shares to that corporation. This new purchaser of the target
company is frequently referred to as the “white knight.”

Tender offers are the preferred type of transaction for a hostile takeover of
another corporation because they do not need to be approved or endorsed by the
target’s board of directors, nor is a vote of the target corporation’s shareholders
required.

Exchange Offers

In an exchange offer a purchasing corporation offers to exchange its securi-
ties for the securities of the target company. An exchange offer is similar to a cash
tender offer in that a shareholder vote of the target company is not required. The
shareholders of the target, in effect, vote by either accepting or not accepting the
offer. A shareholder vote of the acquiring company may also be required under
certain circumstances, for instance, if that company is issuing new equity securi-
ties or if the shares to be exchanged have not yet been authorized for issue by its
shareholders.



