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Aaron Goldberg (00:05):
Hey everyone. Welcome back to the PGA Players Podcast. I'm your host, Aaron Goldberg, certified financial planner and private wealth advisor at AWM Capital. Today, we're going to talk about private investments. So we're going to talk about what they are, why we would use them and when it's appropriate to use them. When we're out there on the golf course, walking down the fairway in a practice round, we're not really talking about, Hey, how did my index fund do last year? Or, Hey, the return on my bond portfolio was awesome. How was yours? It's just not something we're going to end up talking about. Whether that's right or wrong is a whole another topic, but everyone seems to know someone that knows someone that has access to the best private deal out there, has huge upside and very little downside.
Aaron Goldberg (01:08):
That may be the case, but there's a lot of private deals out there and there's a lot that can go right and there's a lot that can go wrong. And that's what today's episode is going to start, a four-part series, where we explore private investments, what they are, why we would use them and when we would use them, and learn a little bit more about it, including myself. We're going to talk to some experts in the fields of these private investments, interview them, get a sense of what we should be looking for, what we should be looking out for and, and what are best practices. So I'm really excited to bring this to you all because I think this is a topic that gets talked about a lot on tour, but there's a lot of misinformation and there's a lot of locker room advice if you will, that goes around, that we want to make sure you have an expert in your corner helping you not only pick these investments, but get access to the best investments out there.
Aaron Goldberg (02:05):
So let's start by first defining the public market versus the private market. So the public market is going to be the public stock markets, the S&P or the NASDAQ, the Dow Jones, the New York Stock Exchange, all public companies that have their stock listed on a public stock exchange. Those are public entities and we can all invest in them and there's access for everybody, especially now with the companies like Robinhood and the ease of access of a Schwab or a Vanguard. Anyone can buy into these public companies and it's great. Also the benefit of this is there's a ton of information out there and it creates efficient markets. So that all information is accounted for in the pricing of these stocks and these equities, as well as bonds too, whether the bonds are issued by the U S government, by a state government, a city or county municipality, public entities and public stocks and bonds have a lot of information available so the markets run efficiently.
Aaron Goldberg (03:22):
Now in the short term, there's a great quote by Benjamin Graham, who is one of the fathers of value investing and has written amazing books on investing. But one of his quotes is "In the short term, the stock market can be a voting machine, but in the long term it's a weighing machine." And what that means is in the short term, there's possibilities of run-ups and misvaluations based on public sentiment and maybe not necessarily as much on the financials and the financial wellbeing of the company. Just take a look at, what's been going on with GameStop and AMC and Bitcoin, if you will. That is a little bit more of a voting machine in the short term, but over the long haul, and we all want to be long-term investors, the stock market is going to be a weighing of value.
Aaron Goldberg (04:14):
It's going to level out what the value is appropriate for the stocks and bonds in the public markets, because all the information is available to everybody. And it's a great thing. And that's what we should be using for our overall net worth. When we look at the private markets, this is where we actually believe in the private markets, that this is a place that we can get access to outsize returns and use skill, use access that not everybody has, to actually gain an advantage. So this is where we want to use the best managers out there, the best venture capital funds out there, the best real estate funds or entities out there, to try to get access to some of these private investments that may give us better expected returns, never guaranteed but expected returns, over the long haul. And it also can help us diversify some of our sources of return so that we're not just relying on the stock market or the bond market to give us returns year in and year out.
Aaron Goldberg (05:32):
So it can diversify and smooth out the ride a little bit as well. One of the metaphors that I like to use for private access where private investments really have an advantage with what access you have, is look at the analogy of college football. Every team has the ability to recruit the same pool of players from high school, but year in and year out, the same teams end up making the playoffs. The same teams are at the top of the rankings. Now, every once in a while, another team will sneak in there but for the most part, the same teams are at the top. There's a reason for that. They have a reputation, they have the best coaches, players want to go there. So the best players immediately look there before they look at other teams.
Aaron Goldberg (06:35):
It's very similar in the private investment world. If you have a small, a startup company that you're going to go get funding and you're you think it's going to be worth billions of dollars, you're not going to go to just some mom and pop venture capital fund down the street. Most likely you're going to go to the biggest, best funds and try to raise capital from them. They're going to offer, if they believe in you, they're going to offer better resources, better funding, and then better access to Wall Street and public markets when it's time to go public, if that's the route that they go. There's a reason why the top decile or the top percentage of these venture capital funds and private equity funds repeatedly do so well. And it's because of this competitive advantage that they have and have instilled and created over time.
Aaron Goldberg (07:33):
They also get better deal flow. These companies look at thousands of deals a year, and they may only pick five. They're very, very picky and that's what we want as the investor. So how do you get access to those? Well, you can't just go to them as Joe Schmoe and say, Hey, I want to put $10,000 into your venture capital fund. They wouldn't even answer the door or the phone. You need access to it. And that's where using a team that has access can be huge. With the athletes that we work with, we've been able to get access to a lot of these best funds, not only because of the money put in, but also because of the name recognition and the brand recognition that comes with it. So it is something to keep in mind when you're looking at those private investments.
Aaron Goldberg (08:26):
One of the things we also want to look at is what are the different types of private investments? We have venture capital and that's startups and really the seed round of investing. We have private equity and that's where a private equity company will come in, buy an existing company, work the financials, usually do a takeover and management, change up some of the operations, try to create more value in the company, and then usually turn around and sell it for ideally a higher price. And then we also have private real estate. And I hear about this a lot amongst other players, is that they have access to private real estate deals. And there's a ton of them out there, but there's also a lot of different ones. There's developments, there's existing real estate that's already established. There's commercial, there's industrial, there's residential, multi-family.
Aaron Goldberg (9:22):
Do you want income now? Or are you looking for capital appreciation in the future? All questions that you need to think about before getting into one of these investments so that you find the right investment for you. Now why would we even think about getting into one of these investments? Well, the short answer is we expect higher returns from these private investments, the best ones at least. Now, do we always get them? Absolutely not. And that's why we say it's expected returns. Now, one thing that we want to make sure is that we're using the right funds and the right real estate deals to make sure that we're looking for these higher expected returns. And like I said earlier, we're also looking for different sources of return so that it diversifies where our returns are coming from and it's not just reliant on what the stock market does that year or what your bonds are paying out in dividends or what the bond market does. So there's a good reason for it, but what's probably more important is what are the risks that we need to look out for?
Aaron Goldberg (10:33):
Number one, first and foremost, is liquidity. These investments are not, you put the money in and you can get it back whenever you want. That's one of the biggest things that people need to understand. There's usually a hold on it. And typically these are two, three, four, even 10 year investments that not only does the money going in have to stay in that long, but sometimes there can be a capital call where they say, Hey, you know what? Your $100,000 dollar investment, we're actually calling another 25%. So we need another $25,000 for you to keep your investment in tact. Definitely something you need to be aware of and make sure that from a time horizon standpoint, you're comfortable saying bye to that money for a while, and making sure that in 10 years, even 15 or 20 years, that's when you may get it back, hopefully at a much higher rate of return than you would if you were putting it in the stock market. That's why you're getting compensated for that lack of liquidity.
Aaron Goldberg (11:32):
One of the other risks is access, like I've been talking about. Anyone can get into the bad deals, they're always looking for people, but it's do you have access to the best deals? And that's where working with somebody that is experienced and knows what they're looking for, can really, really help. And one thing that we need to keep in mind with all private investments is just by nature they're higher risk investments not being on the public market. They are a little bit more speculative. Typically they're earlier funded companies for venture capital. For real estate, a lot of it ends up being development or a refurbishment on existing buildings. So there can be some lag time in when they start to pay out. They're just higher risk by nature. So we can't be expecting them to pay a consistent return, even for those income generating investments like we would on going and buying even a corporate bond or something like that. So we just want to make sure that we know what we're getting ourselves into on the risk side.
Aaron Goldberg (12:41):
The other risk to look out for is term or time horizon. What is the expected time horizon for this investment? A lot of times for real estate deals they're going to give you somewhere in the five to seven year range of an exit. That doesn't mean that they're for sure they're going to get out in five to seven years. They could get out before that, they could get out way after that. That's why you need to make sure that you're comfortable not having this money for a very extended period of time.
Aaron Goldberg (13:09):
And then the last, and probably the most important risk that you need to be aware of is the lack of transparency and regulation in the private market. They're not regulated just like public investments are. And that's why we've seen a lot of fraud in the private markets. And a lot of people don't want to talk about this, but we want to shine a light on it. This is exactly why a lot of athletes, whenever you read about an athlete getting screwed and having some deal with fraud and they invested $10 million in X investment, and now it's gone, almost always that is a private investment.
Aaron Goldberg (13:49):
So it is so important you to work with people that know exactly what they're looking at in private investments, have a team that has resources on the private side that can look through all the documents, all the legalese and make sure that it's all on the up and up and do all the due diligence and all the homework on it to make sure that you're getting into a deal that you should, and that there's something actually there for you at the end. You want to know what is your worst case scenario when you get into one of these deals. They're always going to tell you what the upside is and that's great. That's why we're getting into them, but we need to know what our downside is too, because if it's 100%, that may be okay with you, that's fine, but we need to know that going into it.
Aaron Goldberg (14:35):
So let's talk about now, when are these investments appropriate? This is not for you to say, Hey, you know what? I haven't saved enough. I need to make sure that I hit a home run here so that my financial future's secure. That's not when we're going to use these. We're going to use these investments once our financial future is secure through saving and investing in public markets, in public bonds, to our pension, our social security, making sure that our net worth on the public side is enough to cover our lifestyle and our needed expenses for the rest of our life. Once we're there, then we can start to look to private markets to get those excess returns, because it doesn't matter with that money if it takes 10 years to start getting those returns or to get it back, because we've already covered for the next 10 years or the next 50 years, the expenses that you need to pay on a year to year basis.
Aaron Goldberg (15:39):
But that's how we can leverage and capitalize on the opportunity that you have by being a professional athlete and making the money that you do, to help it grow even more, is securing your future the traditional way, but then taking that excess funds and net worth that you have, and start to grow that with in the private markets and really take advantage of the access that you have.
Aaron Goldberg (16:21):
Another place that I see people use the private investments and where it is appropriate, is especially when you're getting towards the end of your career and starting to generate that passive income that you're going to need to replace the income that you're making now. Now, again, we want to make sure that we have enough saved up in normal investments. And when I say normal, the public side, to take care of the year to year expenses, the normal expenses, because even the income producing real estate investments, those aren't guaranteed. Those aren't like a treasury bond or a corporate bond where they're going to pay a dividend every month or every quarter. They should, but there's a good chance, or at least a more than zero chance that those aren't going to pay out at some point. And so we can't put all of our eggs in that basket. We got to make sure that we have access to the funds that we need on a yearly basis so that we're not selling out of other investments just to fund our lifestyle.
Aaron Goldberg (17:26):
If they were that dependable, they wouldn't be paying the returns that they do. There's a give and take with the return you get and the risk you take. We're taking a little bit more risk in the private market to get better returns. And we need to be, if we are okay with it, we should be okay with that, but it's with certain dollars that we are going to be okay with that.
Aaron Goldberg (17:48):
So I hope this introduces you to the private investment landscape. We're going to take a deep dive into all these private investments over the next few weeks. I'm really excited to do this. I think it's going to be a great way for not only you to learn, but for myself as well. I'm always trying to up my game on all these types of investments. So we're going to try to talk to the best people in their fields: people in real estate, people in venture capital, people in private equity, so that we can understand what are they looking at on a daily basis? What are they looking at when they're looking at deals to make sure that they bring the best possible deal to their investors so that we can all learn from that and make sure that we're looking at the same things, finding the same investment opportunities and getting access to those types of investments.
Aaron Goldberg (18:45):
If you don't have an expert team to help you with this, I really, really encourage you to not try to do this on your own. You may find somebody that's going to help explain it to you. And that's great. And I know a lot of people that have invested that way and it's worked out and that's great, but that also exposes you to some risks that you don't need to take. You're at a level that you deserve the best advice out there. Why don't you have that best advice if you don't already? So I really encourage you to find that team that's able to bring you these investments, go over them with you, and they're not just bringing them to you because they're going to get a kickback or they're going to get a big fee or commission on it. Really make sure you understand the fee compensation as well.
Aaron Goldberg (19:30):
And if your advisor, your wealth management team is a fiduciary, and they're going to make the same amount of money if you invest in this, or if you invest in the public market, or if you invest in some other private deal, you really want to make sure you understand that so that you understand the motivations behind that deal flow as well. So looking forward to hearing any questions you all have. If you want to ask any questions you can get at me at pgaplayerspodcast.com Players, and shoot me an email. Look forward to bringing you the rest of this series. And until next time be a pro and own your wealth.
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