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How do you effectively hedge 
a locked-up position? 

LLBH Private Wealth Management LLC
Kevin Burns, Partner; Bill Loftus, Partner; Bill Lomas, CFP®, 
CIMA®, CRPC®, Partner; Jim Pratt-Heaney, CIMA®, Partner; 
Michael Kazakewich, CFP®, CRPC®, Partner 

Fairfield County, CT     Leading Wealth Advisor

By Kevin Burns

Creating opportunities that make a 
difference in our clients’ lives is 
central to our mission, and last fall 
we had one such occasion. While in 
Hollywood for a movie premiere, we 
sat down with wonderful clients of 
ours, a married couple with two 
young children. They had built a 
comfortable net worth, including a 
well-diversified portfolio and a beau-
tiful home. Additionally, the husband 
had a long-term investment of about 
$500,000 in a private equity fund 
that was a significant shareholder of 
a major social media company that 
had gone public the very same week. 

This new Wall Street darling   
immediately went to a valuation rem-
iniscent of the heady internet bubble 
days of the late 1990s. Advisors with 
experience recognize this scenario as 
reminiscent of a recurring phenome-
non where greed trumps common 
sense. Invariably, these situations 
don’t end well for the investor. 

Our clients were simultaneously 
excited and nervous: Their $500,000 
investment had turned into almost 
600,000 shares of a $45 stock totaling 
$27 million dollars! But they were also 
nervous because the PE fund had a 
180-day lock-up during which they 
couldn’t distribute or liquidate the 

shares. They were well aware of how 
the internet bubble had ended, so they 
anticipated a long six months. Given 
the absurd valuation the market had 
given this over-concentrated position, 
the couple watched with mixed emo-
tions as their stock rose to $50 a share.

That’s when we went to work. After 
reviewing the PE agreement, we 
determined there were no prohibi-
tions on limited partners’ ability to 
engage in hedging transactions. We 
looked at the public market, but 
shorting the stock was not possible; 
it was already over-borrowed, and 
Wall Street banks wanted over          
70 percent interest to carry the posi-
tion. Instead, we contacted several 
large banks to see if we could protect 
this position for the duration of the 
lock-up, using a zero cost collar, pur-
chasing a put option to protect any 
downside while selling a call option 
to provide appreciation over a certain 
price to the buyer. 

Two banks bid for the business, 
but the challenge became collateral 
as we could not use the PE fund posi-
tion for this purpose. Meanwhile, the 
stock continued to rise to over $60 a 
share. The banks wanted 75 percent 
cash collateral to do the trade, requir-
ing over $27 million in cash. This was 

an obvious deal breaker so we tweaked 
the collar by purchasing a call option 
and securing an offer of 25 percent 
cash collateral, about $9 million. 
Timing was of the essence as the 
position was now worth over $36 mil-
lion, essentially tripling our clients’ 
net worth. So, we leveraged their cur-
rent diversified portfolio, lending 
them $6 million at the current interest 
rate of 1 percent and we obtained a 
mortgage on their house for an addi-
tional $3 million at a 2.5 percent 
interest rate. With the $9 million in 
place, we were able to secure the 
hedge. The first leg was executed on 
Christmas Eve, a mere ten minutes 
before the market closed. The stock 
ticked at $70 per share.

Suffice it to say, the holidays were 
especially joyous for this family even 
as the social media darling reported 
a lack of earnings; the stock had col-
lapsed. The day the lock-up ended, 
the stock broke $30, and we closed 
the trade. The loans and taxes were 
paid, and our clients decided to retire 
and plan a relaxing summer, as their 
portfolio was now established in a 
diversified income-producing alloca-
tion with moderate risk. We were 
thrilled to hear how our creative 
solution “changed their lives.”   

The information contained herein should not be construed as personalized investment advice, and should not be considered as a solicitation to buy or sell 
any security or engage in a particular investment strategy. Past performance is no guarantee of future results, and there is no guarantee that the views and 
opinions expressed in this newsletter will come to pass. Investing in the stock market involves gains and losses and may not be suitable for all investors.

While the above represents the firm’s approach to unique client-specific circumstances, nothing stated should be understood as a direct or indirect 
past specific recommendation.
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“The day the lock-up ended, the 
stock broke $30, we closed the 
trade and the loans and taxes 
were paid.  More importantly, 
our clients took the opportunity 
to decide it was time to retire.”  
—Kevin Burns
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LLBH Private Wealth Management LLC       33 Riverside Avenue, 5th Floor, Westport, CT 06880       800.700.5524

Assets under Management 
$1.6 billion (as of 7/31/14)

Minimum Fee for Initial Meeting  
None required

Minimum net Worth Requirement  
$10 million (investment services)   

Largest Client net Worth  
$1 billion   

Financial services Experience  
200 years (combined)

Compensation Method   
Asset-based   

Primary Custodian for Investor Assets  Pershing, A BNY Mellon Company

Professional services Provided  
Financial planning, asset management, concentrated stock hedging, lending, 
cash management, alternative investment due diligence and family office services 

Association Membership  Financial Planning Association, Investment  
Management Consultants Association

Email  kburns@llbhpwm.com

About LLBH Private Wealth Management LLC
LLBH Private Wealth Management, LLC is an independent Registered Investment Advisor offering a full range 
of wealth management and family office services including financial planning, asset management, concentrated 
stock hedging, lending, cash management and alternative investment due diligence. Often referred to as a  
Virtual Family Office, LLBH delivers these myriad solutions to its clientele to help bring clarity and control to their 
financial lives. From its base in Westport, Connecticut, LLBH provides these services to wealthy families across 
the country including its significant West Coast presence focused on the entertainment industry.  LLBH works 
with approximately 140 families approaching $1.6 billion in assets under advisory.

Left to right: Jim Pratt-Heaney, 
Bill Lomas, Kevin Burns,  
Bill Loftus
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How to reach Kevin Burns

I look forward to discussing how LLBH can 
help you reach your financial goals. I can be 
reached directly at 203.683.1525.
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“The day the lock-up ended, the 
stock broke $30, we closed the 
trade and the loans and taxes 
were paid.  More importantly, 
our clients took the opportunity 
to decide it was time to retire.”  
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LLBH Private Wealth Management LLC is featured in Worth® 2014 Leading Wealth Advisors™, a special section in every edition of Worth® magazine. All persons and firms appearing in this 
section have completed questionnaires, have been vetted by an advisory group following submission by Worth®, and thereafter paid the standard fees to Worth® to be featured in this section. 
The information contained herein is for informational purposes, and although the list of advisors presented in this section is drawn from sources believed to be reliable and independently 
reviewed, the accuracy or completeness of this information is not guaranteed. No person or firm listed in this section should be construed as an endorsement by Worth®, and Worth® will not be 
responsible for the performance, acts or omissions of any such advisor. It should not be assumed that the past performance of any advisors featured in this special section will equal or be an 
indicator of future performance. Worth®, a Sandow Media publication, is a financial publisher and does not recommend or endorse investment, legal or tax advisors, investment strategies or 
particular investments. Those seeking specific investment advice should consider a qualified and licensed investment professional. Worth® is a registered trademark of Sandow Media LLC.  
See “About Us” for additional program details at http://www.worth.com/index.php/about-worth.


