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Maria Smit explores the
complexities of alternative
investments such as real
estate, private equity and
cryptocurrencies, highlighting
risks such as illiquidity, lack of

transparency and high costs.

She emphasises the importance
of thorough research, aligning
investments with personal goals
and understanding risks.
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NAVIGATING

THE RISKS OF
ALTERNATIVE INVESTMENTS

MARIA SMIT | CERTIFIED FINANCIAL PLANNER®, BRENTHURST PRETORIA

With alternative investment firms advertising impressive double-digit returns
and dominating the financial headlines, it is no wonder investors are eager to
get involved.

However, as an advisor, | want to make sure you are making an informed
decision, not just based on the allure of high returns, but with a full
understanding of the associated risks.

WHAT ARE ALTERNATIVE INVESTMENTS IN SOUTH AFRICA?

An alternative investment is a financial asset that does not fall into the
traditional categories of stocks, bonds or cash. These investments offer
unique opportunities for diversification and potentially higher returns, but
they often come with increased risks and complexities.

EXAMPLES OF ALTERNATIVE INVESTMENTS:

.................................................................................................................................

» Real Estate: Investing in physical properties or real estate investment trusts
(REITSs).

« Private Equity: Investing in private companies that are not publicly traded.

» Commodities: Investing in physical assets such as gold, oil or agricultural
products.

« Collectibles: Investing in tangible assets such as art, wine or vintage cars.
o Cryptocurrencies: Investing in digital currencies such as Bitcoin or Ethereum.
« Infrastructure: Investing in projects such as roads, bridges and utilities.

Brenthurst Wealth Management (PTY) LTD FSP No. 7833




HOW GUARANTEED IS YOUR GUARANTEED GROWTH PORTFOLIO?

There is no such thing as a “guaranteed growth portfolio in alternative assets.” While some alternative
investments may offer the potential for higher returns than those generated by traditional investments, they
also come with higher risks. There is no guarantee that you will make money or that you will not lose money.

The level of risk associated with alternative investments depends on the specific type of investment. For
example, real estate investments are generally less risky than private equity investments. However, even real
estate investments can be subject to market fluctuations and economic downturns. It is important to research
and understand the risks involved before investing in any alternative asset. You should also consult with a
financial advisor to obtain personalised advice.

KEY RISKS OF UNLISTED ALTERNATIVE INVESTMENTS:

1. ILLIQUIDITY

(}@ > These investments often lack a public market, meaning you may be unable to sell or exit the
o investment when needed. Your capital might be locked up for years.
2. OPAQUE VALUATIONS
@ Unlike shares listed on the JSE, unlisted alternatives rely on subjective valuation models.
Without a transparent market price, there is a risk of overpaying or misvaluing assets.

3. HIGH RISK OF LOSS

Many alternative investments target niche or speculative markets, such as private equity or
() venture capital, with a significant chance of losing your entire investment. Remember that
Ecsponent and Sharemax were invested in alternative assets.

4. LIMITED REGULATION

ol Ry,
,W Unlisted investments do not have the same oversight as JSE-listed securities, making them
‘sA&' more prone to fraud, mismanagement or operational failures. Think Diamond packet scheme.
5. LACK OF TRANSPARENCY
@ @ These firms often provide minimal financial reporting, making tracking performance or
g understanding the underlying assets challenging.
6. COMPLEXITY
QEB‘::}:’ Many alternative investments employ strategies or structures that are difficult to understand.
orTt\° Without the necessary expertise, it is easy to underestimate the risks involved.
7. HIGH ENTRY COSTS
Often, alternative investments require substantial initial capital, which can reduce
diversification and increase exposure to a single investment. Also, alternative investments
I@ generally have higher fees, but if you are not an astute investor you will miss the fees wrapped

into the fund pricing.
8. NO GUARANTEE OF RETURNS

! Double-digit returns are not guaranteed and often come with significant risk. Market
|9, downturns or poor management can erode potential profits.
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WHY IT IS CRUCIAL TO LOOK BEYOND RETURNS

It is human nature to focus on promising high returns, but investing is about balancing risk and reward.
Alternative investments can play a role in a diversified portfolio, but only if their risks are clearly
understood and align with your financial goals, risk tolerance and liquidity needs.

QUESTIONS TO ASK BEFORE INVESTING:
p)

WHAT AM | INVESTING IN?

..................................................................................................................................

UNDERSTAND THE UNDERLYING ASSETS AND STRATEGIES. AS WARREN
BUFFET SAID: “NEVER INVEST IN A BUSINESS YOU CANNOT UNDERSTAND.”

WHAT ARE THE FEES?

..................................................................................................................................

High returns often come with high management fees or performance charges.
If they are charging performance fees, what benchmarks are they using?
Benchmarks are essential for evaluating whether the investment’s performance
justifies its risks, costs and the investor’s objectives.

HOW LONG IS MY CAPITAL LOCKED IN?

..................................................................................................................................

Ensure the investment aligns with your liquidity requirements. Some
investments have lock-in periods of three to five years, and sometimes up to
seven years, during which selling is restricted or only possible at a price below
the asset value.

WHAT ARE THE RISKS?

Ask for a detailed risk assessment and scenario analysis.

WHO IS MANAGING THE INVESTMENT?

Evaluate the credibility and track record of the managers.

YOUR ADVISOR’S ROLE SHOULD BE AS FOLLOWS:

To protect your financial interests, ensure the proper due diligence has been done on any investment
opportunity and provide transparent advice that prioritises your financial well-being over market hype.

MARIA SMIT | CERTIFIED FINANCIAL PLANNER®, BRENTHURST PRETORIA

MARIA is a CERTIFIED FINANCIAL PLANNER professional, a member of the Financial Planning Institute of
South Africa and is fully qualified to give advice on all investment matters.

Phone: +27 (0)12 347 8240 | Email: maria@brenthurstwealth.co.za

CONTACT ANY OF OUR HIGHLY QUALIFIED FINANCIAL ADVISORS AT OUR NINE OFFICES COUNTRYWIDE

TO DISCUSS YOUR INVESTMENT STRATEGY.

BRENTHURST OFFICES:

Johannesburg  +27(0) 11 799 8100 Claremont +27(0)211003901 SATELLITE OFFICES:

Sandton +27(0) 10 0351391  Bellville +27(0)219149646  KZN: Arin Ruttenberg +27 84 582 8581

Pretoria +27(0) 12 347 8240  Stellenbosch +27(0) 218828706  FREE STATE: Iniel Van Zyl +27 72 298 3212

CPT Waterfront +27(0) 214181236 Val de Vie Estate +27 (0) 211003901 NORTH WEST: Maria Smit +27 79 696 6860
George +27(0) 44 050 6057  Mauritius 00 230 5843 5215 MPUMALANGA: Marise Reinach +27 72 795 3604

Brenthurst Wealth Management is an authorised financial services provider (Reg No: 2004/012998/07) FSP No.7833. This e-mail and any file attachments transmitted with it are intended solely for the addressee(s) and may
be legally privileged and/or confidential. If you have received this e-mail in error please destroy it. If you are not the addressee you may not disclose, copy, distribute or take any action based on the contents hereof. Any
unauthorised use or disclosure is prohibited and may be unlawful. The view and opinions expressed in this e-mail message may not necessarily be those of the management of Brenthurst Wealth Management (Pty) Limited.
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