Opportunistic Positioning for Multigenerational Wealth
"A pessimist sees the difficulty in every opportunity; an optimist sees the
opportunity in every difficulty." -Winston Churchill
After the 2008-‘09 financial crisis, we have been in a long and slow moving
economic and market cycle, where immense amounts of money creation from
global central banks have flown to the more liquid areas of the capital markets.
This long and slow dynamic has been characterized as the “turtle cycle,” with a
recovery that inches forward, pushed by consistent flows of created capital. As
the Fed ends quantitative easing in October, we think the European Central Bank
will start quantitative easing very soon, prolonging this “turtle cycle” for at least
another two or three more years.
This “turtle cycle” fueled by extraordinary money creation has inflated financial
assets, especially the most liquid and mature markets. It is difficult to detect clear
value in the three traditional assets classes going forward, in particular in the
fixed income space. Our Investment Committee forecasts that a moderate risk
traditional portfolio will have a return of 4-5% over the next 10 years. Cash yields
are negative in real terms; bonds offer limited value with record tight spreads
and high valuations; and equities are approaching the “beginning of the end” of
the bull market. We share Professor Siegel’s (from the Wharton School of
Business) view that the market will peak at 18X versus the present 16X EPS. So
where does this leave us? We are focused on finding “non-traditional” revenue
producing assets which offer intrinsic value of 8-11% (i.e. real rates of 6-8%). We
believe with time, liquidity will end up flowing into and appreciating the values
of these non-traditional asset types, as investors recognize the opportunities.
These non-traditional asset types constitute an opportunity for investors to
position their portfolios for multigenerational wealth. Our Investment Committee
forecasts that a moderate risk portfolio which includes non-traditional asset
types will have a return of 6-7% over the next 10 years.

Dampened Outlook for Traditional Asset Classes


Cash: It’s hard to hold cash, when it yields -2% in real terms. However,
we think investors should still hold at least 10% in cash for the flexibility
needed to take advantage of opportunities that might come fast, as
“black swans” erupts and capital markets sell-off quickly.



Bonds: Our estimated performance of a diversified fixed income portfolio
over the next 5 years is 1-2% per annum. While high grade bonds offer
negative real rates, credit spreads are at their tightest level ever. As Fed
chairwoman Janet Yellen alerted investors, valuations in the high-yield
markets are extreme.
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Equities: Stocks are slightly overvalued, but offer “relative” value versus the other two asset
classes. Our 5 year forecasted return for equities is around 5-6% per annum versus the 18%
per annum since the beginning of the bull market. We believe we’re in the 7th inning of this
bull market cycle. While the focus will be on corporate earnings, we think stocks will also
become more expensive from the 16x to 18x at the peak of the cycle. Investors are coming
to stocks searching for yield, which is a rare event.

All in all, the opportunity set in “traditional” asset classes is limited both on an absolute basis as well
as on a relative basis versus the investment landscape of 5 years ago.

Finding Opportunity in Non-Traditional Asset Types
Our clients are looking to preserve their wealth for the coming generations. In the past, they have
been able to do so by investing in a portfolio comprised of traditional assets. The “turtle cycle” has
meaningfully lowered our expectations on return for traditional investments, and investors will no
longer enjoy the same returns they once did on a strictly traditional portfolio. Investors looking for
multigenerational wealth will have to look for higher returns, and as such, will need to diversify into
non-traditional asset types. Chart 1 below illustrates yields on traditional versus non-traditional
assets.

Chart 1: Comparison of Prevailing Yields by Asset Class
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We’re looking at non-traditional asset types such as: revenue producing core commercial real estate;
opportunistic hard money lending (against high quality assets); private debt; infrastructure and
other niche asset types. Each of these briefly described below.
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Revenue Producing Core Commercial Real Estate
While we started investing in CRE in 2009 right after the crisis, our focus has shifted from
Trophy Assets/ Markets to Non- Trophy Assets or Trophy Assets in Secondary Markets.
Trophy Assets in Secondary Markets: Taking into account how the historical CRE market
caps have evolved (see chart 2) we identified that there are some more opportunities in
looking for trophy assets in secondary markets. The chart below clearly shows that much of
the initial shock after the 2008 financial crisis has been eliminated as many markets are close
to cap rate minimums; however there are still pockets of opportunity in some cities.

Chart 2: Evolution of US Office Cap Rates

We identified an exceptional opportunity to acquire seller’s leasehold interest in a trophy, Class AA
office tower in Kansas City’s highly coveted Country Club Plaza area. The property is comprised of
a 10-story office building that offers 253,720 rentable square feet, including retail space on the first
two floors, and a 940-space, six-level parking garage located directly beneath the office building.
Located just five miles south of Kansas City’s Central Business District, Country Club Plaza is the
region’s “crown jewel”. This landmark commercial district is Kansas City’s most exclusive collection
of office, retail, restaurant, hotel and high-rise residential
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properties. The property is currently 98.6% leased to some of Kansas City’s highest profile
businesses and restaurants. The property presents a truly unique opportunity to establish a
presence in the prestigious Country Club Plaza submarket, where investment opportunities
are rare. The opportunity encompasses a high quality tenant with a 20 year lease at over 7%
CAP rate and 11% cash-on-cash.


Opportunistic Hard Money Lending
Another non-traditional asset type we like is hard money lending against high quality assets
or Bridge Loans. Bridge loans are often used for commercial real estate purchases to quickly
close on a property, retrieve real estate from foreclosure, or take advantage of a short-term
opportunity in order to secure long-term financing. As an example we recently participated
in an opportunity to finance a $38mm cross-collateralized loan for eighteen months secured
by a portfolio of 53 acres of premier waterfront residential and retail land in Hillsboro Beach
and Boynton Beach, South Florida (market value of $80mm). Investors will receive 11.2% per
annum, paid quarterly. This opportunity was acted on as it had an appealing collateral pledge
(high quality properties) valued at a favorable valuation for the lender. Favorable terms at
all levels for our investors is something that we continuously strive for when accessing these
types of opportunities.



Private Debt
Private debt is often utilized by small and mid-sized companies looking for capital or
financing. These firms are known as “middle-market” companies- broadly defined as those
firms with EBIDTA of $15mm to $100mm and capital needs of $50mm to $500mm. Because
of their size, these middle-market firms have limited access to liquid capital markets, which
have high minimum issuance sizes. Also, these companies historically have had access to
funding from banks but this changed after the 2008 financial crisis. Regulations such as
Basel III were enacted, forcing banks to clean up their balance sheets and focus on core tier
assets. As a result, many banks stopped lending to middle-market companies. In 2013, the
majority of these loans were provided by non-banks, an opportunity for third party private
debt suppliers (i.e. Shadow Banking). We see an opportunity for our clients in private debt,
as the risk premium of over 5% above comparable high yield bonds compensates nicely for
the illiquidity of this asset class. For more on the opportunity in private debt, see our
Thinking Man #18.
Infrastructure Assets
Infrastructure assets are loosely defined as “the facilities and structures essential for the
orderly operations of an economy.” Examples of infrastructure assets include transportation
networks, community facilities, and water and energy distribution systems. Investments in
shale oil and gas, as discussed in our Thinking Man #21, are examples of infrastructure assets.
Typically, infrastructure assets offer non-correlated returns as the underlying assets have a
different sensitivity to economic cycles than typical financial assets have. They also benefit
from growing demand for essential services provided, and monopoly-like characteristics of
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high barriers to entry in their markets. Infrastructure investment shares some of the
characteristics of fixed income (long-term steady income stream), real estate (physical
assets) and private equity; Chart 3 below highlights the similarities and differences in
investment profile. The long standing private equity oil and gas funds we are evaluating are
targeting double digit returns.

Chart 3: Comparison of Infrastructure Assets Risk/Return Profile to Other Asset Types



Niche Asset Types
There are also opportunities in niche asset types. These opportunities are spread across a
wide variety of industries, but the investment criteria remains the same: income producing
high quality assets and/or strong credits offering high spreads over comparable risk assets
which offer higher liquidity. An example of this type of an investment is a specialty fund
focused on the biotech sector, investing in debt securities that are collateralized with royalty
streams from leading pharmaceutical products that have good sales visibility during the
expected life of the debt securities, generally two to three years. The Fund will invest in high
quality debt with coupons and yields over 10%, backed by the sales of well-established
biopharmaceutical products that are marketed by leading pharmaceutical companies with
solid credit ratings.

Conclusion
The combination of the “turtle cycle” with the extraordinary money creation have inflated financial
assets, especially the most liquid and mature markets- making it difficult to find value going forward
in cash, bonds and equities. Our returns for each of these asset classes have been downwardly
revised; and the BSP Investment Committee forecasts that a moderate risk traditional portfolio will
have a return of 4-5% over the next 10 years. The non-traditional asset types discussed above
present an opportunity for investors to position their portfolios for multigenerational wealth; the
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BSP Investment Committee forecasts that a moderate risk portfolio which includes these nontraditional asset types will have a return of 6-7% over the next 10 years.
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Important Disclosures
This material is distributed for informational purposes only. The discussions and opinions in this article are for general information only, and are
not intended to provide investment advice. While taken from sources deemed to be accurate, BigSur Wealth Management, LLC (“BigSur” or the
“Adviser”) makes no representations about the accuracy of the information in the article or its appropriateness for any given situation. Certain
information included in this article was based on third-party sources and, although believed to be reliable, it has not been independently verified
and its accuracy or completeness cannot be guaranteed. Any statements regarding future events constitute only subjective views or beliefs, are
not guarantees or projections of performance, should not be relied on, are subject to change due to a variety of factors, including fluctuating
market conditions, and involve inherent risks and uncertainties, both general and specific, many of which cannot be predicted or quantified and
are beyond our control. Future results could differ materially and no assurance is given that these statements are now or will prove to be accurate
or complete in any way. This article may include forward-looking statements. All statements other than statements of historical fact are forwardlooking statements (including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” “should,” and “expect”). Although we believe that
the expectations reflected in such forward-looking statements are reasonable, we can give no assurance that such expectations will prove to be
correct. Various factors could cause actual results or performance to differ materially from those discussed in such forward-looking statements.
BigSur shall not be responsible for the consequences of reliance upon any opinion or statements contained herein, and expressly disclaim any
liability, including incidental or consequential damages, arising from any errors or omissions.
The companies discussed herein, are for illustrative purposes only and do not represent past or current recommendations by BigSur. This article
is not intended to provide personal investment advice and it does not take into account the specific investment objectives, financial situation and
the particular needs of any specific investor. Views regarding the economy, securities markets or other specialized areas, like all predictors of
future events, cannot be guaranteed to be accurate and may result in economic loss to the investor. Any securities or products referenced BigSur
believes may present opportunities for appreciation over the subsequent time periods. BigSur closely monitors securities discussed and client
portfolios and may make changes when warranted as a result of evolving market conditions. There can be no assurance that the securities and
performance included or referenced in the article will remain the same and investment strategies, philosophies and allocation are subject to
change without prior notice. Specific securities or companies identified and described may or may not be held in portfolios managed by the
Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that
investments in the securities identified and discussed were or will be profitable. BigSur may change its views on these securities at any time.
There is no guarantee that, should market conditions repeat, these securities will perform in the same way in the future. Any referenced securities
and their respective returns reflect the reinvestment of income and dividends, but do not take into account trading costs, management fees, and
any other applicable fees, expenses, and various factors including account restrictions, guidelines, the timing of investments, and cash flows that
may affect the investor’s actual return and performance. Please refer to Part 2A of BigSur’s Form ADV for a complete description of fees and
expenses. Hypothetical performance results may have inherent limitations.
The returns and references to the S&P 500 index are provided for informational purposes only. The S&P 500 Index is a market-capitalization
weighted index containing the 500 most widely held companies chosen with respect to market size, liquidity, and industry. The index is calculated
on a total return basis with dividends reinvested. In addition, the volatility and securities of the index may be materially different from an
investor’s. The S&P 500 Index was selected and is referenced to allow for comparison of the performance of any referenced securities or overall
market to that of a well-known and widely recognized index. Comparisons to indexes in this material have limitations because indexes have
volatility and other material characteristics that may differ from the referenced strategy or security. Therefore, actual performance may differ
substantially from the performance of any referenced index). Investors should be aware that the referenced benchmark funds may have a
different composition, volatility, risk, investment philosophy, holding times, and/or other investment-related factors that may affect the
benchmark funds’ ultimate performance results. Due to these differences, indexes should not be relied upon as an accurate measure of
comparison and are for informational purposes only. Unless noted otherwise, all index returns are denominated in U.S. dollars.
Target exposures included in this article may differ between clients based upon their investment objectives, financial situations and risk tolerances.
Investments in general involve numerous risks, including, among others, market risk, default risk and liquidity risk. No security or financial
instrument is suitable for all investors. Securities and other financial instruments discussed in this article, are not insured by the Federal Deposit
Insurance Corporation (“FDIC”). The income and market values of the securities stated on this article may fluctuate and, in some cases, investors
may lose their entire principal investment. Past performance is not indicative of future results.
This information is highly confidential and intended for review by the recipient only. The information should not be disseminated or be made
available for public use or to any other source without the express written authorization of BigSur. Such distribution is prohibited in any
jurisdiction dissemination may be unlawful. Please contact your investment adviser for advice appropriate to your specific situation.
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