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The Term, Alternative Investments,
Includes Financial Assets Such As:

REAL ESTATE COMMODITIES
ENERGY DISTRESSED
SECURITIES

Despite unique risks and considerations,
alternative investments can be useful tools
to improve the risk-return characteristics

of an investment portfolio. They can
increase diversification and reduce volatility,
given low correlations to more traditional
investments; they can offer the potential for
enhanced returns due to the wider investment
opportunity set; and they can hedge certain
portfolio exposures, thereby reducing
concentration risk.

The question then becomes why are investors
unwilling to include alternatives in their
portfolios. Is it because they do not fully
understand the benefits, risks, costs, and

liquidity of the opportunities? While the answer

is different for every investor, the principals of
Breakwater Capital can help you determine if
alternative investments are right for you.
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PRIVATE EQUITY LIFE SETTLEMENT
HEDGE VENTURE
FUNDS CAPITAL

Given the potential benefits of alternative
investments, we find it interesting that the
typical individual investor has little to no
exposure to alternatives. Whereas large
institutions have a significant portion of
their portfolios allocated to alternatives.

One reason for this may be that while
many investors will acknowledge that they
are worried about losing money due to
market volatility they are still unwilling
to consider alternative investments even
though their portfolios might benefit from

their inclusion.

What is an Alternative Investment?

An alternative investment is an investment in asset

classes other than stocks, bonds, and cash.

INVESTMENT QUALITIES

ASSET CLASSES

Tax Efficient
Lower Market Correlation
Lower Volatility
Capital Appreciation
Portfolio Diversification

Institutional Assets

Private Stock
Real Estate
Private Lending
Hedge Funds
Private Equity
Oil & Gas
Commodities

Life Settlements

The Upside & Downside of

Alternative Investments

UPSIDE

DOWNSIDE

* Institutional Assets

+ Expertise/Professional

Management

+ Added Layer of Diversification

* Smooths Out Overall Volatility

* Lack of Control and Liquidity

* Low Correlation to

Market/Economy

+ Tax Advantages

* Income Producing
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Common Alternative Investments

REAL ESTATE

This includes real estate funds, property portfolios, and individual properties. Real estate
funds typically focus on one or more property types such as multi-family, student housing,
retail, office, healthcare, assisted living, self storage, industrial, and parking facilities.

Fund strategies may include acquiring existing properties, ground-up development, and
value-added whereby the goal is to increase rents/occupancy and ultimately value by
repositioning the property. If your preference is to invest directly into one or more single

properties or if you are looking to defer capital gains through a 1031 exchange, we can
provide a number of choices for you to evaluate.

OIL & GAS

Investments in this area can offer the opportunity for attractive returns and significant

tax benefits. Opportunities include drilling (developmental, working interest, enhanced
recovery) and royalties whereby an investor receives a percentage of any revenues generated
from production. Investing in oil and gas royalties can include funds that participate in
royalty interests as well as directly purchasing individual royalties. The direct purchase of
royalties may be eligible for a 1031 exchange.

PRIVATE EQUITY

An asset class focused on equity and debt securities in private companies oftentimes
associated with leveraged buyouts. In reality, private equity is much more complicated
and has significant risk as well as the opportunity for generating substantial returns
which is why institutions and wealthy individuals have been participating in private
equity funds for years. Recently, new funds have been developed allowing a wider
range of investors the opportunity to participate in private equity.

Alternative investments can increase

PRIVATE LENDING diversification, offer the potential
Small business lending by banks has been declining for many years. Because fbr enhanced returns, and /]edge certain
of this trend, there are short-term opportunities to lend to small businesses in P 07”tfb Lo exposures th ereb_y redu cz'ng

pd

addition to firms looking for pre-IPO funding. : b
concentration rise.
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Invest Like The Most Successful Institutions And
High Net Worth Investors

20 YEAR

% PRIVATE ASSETS

FUND % PUBLIC ASSETS 10 YEAR

YALE
ENDOWMENT FUND

ENDOWMENT FUND 54% 36% 9.4% 12.0%
S&P 500 INDEX 7.28% 8' 63%

Results show funds with the highest percentage of assets in alternative
investments perform the best over 10 and 20 year periods

YALE ENDOWNMENT
FUND ASSETS

HARVARD ENDOWNMENT
FUND ASSETS

@ rublicInvestments @ rublicInvestments

Private / Alternative Investments Private / Alternative Investments
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Institutional Style Investing Scenarios

40% 30%

PORTFOLIO OF PORTFOLIO OF PORTFOLIO OF

@® 30% Stocks
40% Bonds
30% Alternatives

@® 40% Stocks
40% Bonds
20% Alternatives

@® 60% Stocks
40% Bonds
0% Alternatives

Return w/out Alternatives: 7.26%
Standard Deviation: 6.62%

Return w/out Alternatives: 7.19%
Standard Deviation: 7.55%

Return w/out Alternatives: 6.99%
Standard Deviation: 9.58%

Private Equity Investments Outperform Other Asset
Classes Based On 10-Year Annualized Returns

9%
8%
7 %
6 %
50p ccccrcssececcccecs
40 5.3%
3%

2%

1%  Fmxep

INCOME
0%

TOTAL FUND RETURN: 53%

REAL -
ESTATE

~
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Lower Correlations For Diversification™

Correlation is a measure of how two securities move in relation to each other, and ranges from +1 (they always move together) estate has
histrocially been less correlated to most major asset classes. For example, by moving across the first row, you can see that direct real estate has
a -.34 relationship to U.S. corporate bonds, meaning that historically 34% of the time these two ass classes have moved in opposite directions.

Please mindful that diversification does not assure better performance

10YR U.S. CORPORATE INTL DOMESTIC TRADED DIRECT
TREASURY BONDS EQUITIES STOCKS REITs REAL ESTATE
REAL ESTATE
R 14 04, 62 661 0
D ToeKs 44 .03, 84 1.0
EQUII"I:lI:IS- -.54 .081 .0
us. conpggﬁgg e P
TREA;3;$ Lo

RETURN CORRELATIONS: QUARTERLY ANNUALIZED EXCESS RETURNS
1Q03-1Q18
Source: Rosen Consulting Services. Indices measured - International

Stocks — NASDAQ, Domestic Stocks — Dow Jones Industrials, Traded REITs
- NAREIT, Direct Real Estate - NCREIF Property Index (NPI).

Higher Total Return, Lower Volatility*

This chart illustrates how adding a direct real estate allocation of 10% and 20% to a traditional stock, bond and cash
portfolio has boosted returns slightly while, more importantly, reducing overall risk. The Sharpe Ratio is a way to examine
the performance of an investment while adjusting for its risk. You will notice a significant increase in the Sharpe Ratio

below as more real estate is added to the portfolio.

10%
5% 20%
Bl stocks
I Bonds 10% s 20%
40% . . .
- Cash Rez:rss:;te 35% ReI::rE:;te Rel;:rgs:;te

Direct Real Esate
30%

Q\é%;;:NUAL 8.5% 8.6% 8.7%

CmLATIVE 213.5% 222.3% 230.6%

SHARPE 0.48 0.54 0.61

TOTAL & CUMULATIVE RETURN
2003 - 2017

Source: Rosen Consulting Services. Total and cumulative returns measured for 15-year period — January 1, 2003 through
December 31, 2017. Stocks are represented by a blended portfolio of 70% S&P 500, 20% EAFE and 10% NASDAQ. Bonds
are represented by the BofA Merrill Lynch Corporate Master Bond Index. Direct Real Estate is represented by the
NCREIF Property Index (NPI). Cash is measured by the three-month U.S. Treasury bill rate. Portfolios with and without
commercial real estate are hypothetical and do not represent an investment recommmendation.

* An investment in real estate investment vehicles, including non-traded REITs, is not a direct investment in real estate, and
is subject to certain fees and expenses, as we all certain risks specifically applicable to an investment insuch vehicles, which
may adversely impact the value of the investment. For more information, please refer to applicable offering materials.
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Offering Disclosure: The contents of this communication: (i) do not constitute an offer of securities or a solicitation of an offer to
buy securities, (ii) offers can be made only by the confidential Private Placement Memorandum (the “PPM”) which is available
upon request, (iii) do not and cannot replace the PPM and is qualified i n its entirety by the PPM, and (iv) may not be relied upon
in making an investment decision related to any investment offering by NB Private Capital, or any afhiliate, or a partner thereof
(“Issuer”). All potential investors must read the PPM and no person may invest without acknowledging receipt and complete
review of the PPM. With respect to any “targeted” goals and performance levels outlined herein, these do not consti tute a promise
of performance, nor is there any assurance that the investment objectives of any program will be attained. These “targeted” factors
are based upon reasonable assumptions more fully outlined in the Offering Documents/ PPM for the respective offering. Consult
the PPM for investment conditions, risk factors, minimum requirements, fees and expenses and other pertinent information with
respect to any investment. These investment opportunities have not been registered under the Securities Act of 1933 and are being
offered pursuant to an exemption therefrom and from applicable state securities laws. All offerings are intended only for accredited
investors unless otherwise specified. Past performance is no guarantee of future results. All information is subject to change. You
should always consult a tax professional prior to investing. Investment offerings and investment decisions may only be made on
the basis of a confidential private placement memorandum issued by Issuer, or one of its partner/issuers. Issuer does not warrant
the accuracy or completeness of the information contained herein. Thank you for your cooperation. Securities offered through
Emerson Equity LLC Member: FINRA/SIPC. Only available in states where Emerson Equity LLC is registered. Emerson Equity
LLC is not affiliated with any other.

1031 Risk Disclosure: There is no guarantee that any strategy will be s ucc essful or achieve investment objectives; Potential for
property value loss — All real estate investments have the potential to lose value during the life of the investments; Change of tax
status — The income stream and depreciation the schedule for any investment property may affect the property owner’s income
bracket and/or tax status. An unfavorable tax ruling may cancel deferral of capital gains and result in immediate tax liabilities;
Potential for foreclosure — All financed real estate investments have potential for foreclosure; Illiquidity — Because 1031 exchanges
are commonly offered through private placement offerings and are illiquid securities. There is no secondary market for these
investments. Reduction or Elimination of Monthly Cash Flow Distributions — Like any investment in real estate, if a property
unexpectedly loses tenants or sustains substantial damage, there is potential for suspension of cash flow distributions; Impact of
fees/expenses — Costs associated with the transaction section may impact investors’ returns and may outweigh the tax benefits.
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