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Acknowledgement is a virtue. It offers an opportunity to shine a light where 
it should appropriately be. I’d like to acknowledge our partnership with 
Real Assets Adviser magazine — and especially our advertising partners — 
that made this special report possible. This publication provides a unique 
inside look at the Portfolio Diversifying Investments (PDI) industry. I’d 

like to also acknowledge the industry experts who provided their deep insights on a range 
of topics crucial to understanding where we’ve been, and how our industry is evolving 
and expanding. We hope you come away with a better understanding of this growing 
asset class and its place in a well-diversified investment portfolio. 

At its core, a professional trade association effectively serves as a platform to advo-
cate on behalf of all industry participants. After more than 33 years, the IPA remains 
dedicated to protecting and advancing the needs of your business. Through an effective 
public awareness campaign and proactive regulatory and legislative advocacy, the IPA has 
been the public voice of its members that otherwise might have been ignored. Our ded-
icated Washington, D.C., resources and the IPA staff, in partnership with our members, 
have effectively educated lawmakers and continue to sway public opinion more posi-
tively toward the benefits of PDI products. Considering the increased level of govern-
ment regulation, this is an absolute necessity for the survival of all industry participants.

The IPA’s approach to effective advocacy is built on a proactive long-term commit-
ment to communicating the value of our industry’s institutional-quality products and 
services. Our power lies in our committed members and their focus on bringing “Wall 
Street” investment opportunities to expand choices for “Main Street” investors. Quite 
simply, we’re more powerful as a group, and our sense of common purpose propels 
us forward. That collective investment of time and resources ultimately raises positive 
awareness and establishes credibility in the marketplace. 

It is also appropriate to acknowledge the crossroads at which the PDI industry finds 
itself. Over the past 10 years, we have faced significant headwinds that have challenged 
our businesses and even threatened obsolescence. Economic recession, intense regulatory 
scrutiny and negative headlines served to constrain growth. But those same challenges 
have led to new product innovations and investor-friendly disclosures that continue to 
improve the investor experience. And importantly, PDI products are being embraced 
by some of the strongest firms in the institutional space, offering portfolio diversifying 
investment opportunities to a rapidly expanding audience of retail investors. 

We are emerging from this crossroads with a renewed commitment and focus. You 
will discern in the following pages a sense of collective enthusiasm and emerging oppor-
tunities for a rapidly maturing industry. The IPA embraces this bright future, while 
remaining clearly focused on our common goals and being the public voice of our great 
industry. Our members provide institutional-quality investment opportunities for retail 
investors, and we know that’s worth fighting for. 

One last thing … I’d like to acknowledge you, the reader. Thank you for taking time 
to learn more about the PDI industry, and for your commitment to the IPA and your 
unwavering support of the “Main Street” investor. We hope our passion for this incred-
ible community comes through loud and clear.  

Sincerely, 

Anthony Chereso
President & CEO
Investment Program 
Association

The Evolution of a 
Growing Industry
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M any investors are embrac-
ing PDIs — Portfolio 
Diversifying Investments 
—  as an important com-

ponent to their investment strategies. In today’s 
low interest rate environment, accentuated by 
global political uncertainty and volatile equity 
markets, PDIs offer lower correlation to stocks 
and bonds, and many also provide inflation 
hedging, income generation and the potential 
for enhanced portfolio returns.

The market’s continued growth and devel-
opment have attracted larger institutional 
fund managers of late, including well-known 
players such as Blackstone, Jones Lang LaSalle 
and Cantor Fitzgerald. Such evolution is 
typical in a relatively new asset class, such 
as alternatives or real assets, and it signals 
new opportunities for investors as the mar-
ket becomes more sophisticated, transparent 
and competitive. 

WHAT ARE PDIS?
PDIs consist of a variety of investment vehi-
cles, according to the IPA — the Investment 

Program Association, an industry group 
that provides advocacy and education for 
direct investment products. The list of PDIs 
includes (1) real estate investment trusts 
(REITs), which include lifecycle REITs, 
perpetual life REITs (also known as NAV 
REITs) and private REITs; (2) lifecycle busi-
ness development companies (BDCs); (3) 
direct private placements, which include oil 
and gas, leasing, real estate and debt; and (4) 
interval funds. 

“Anything that is not a stock or bond is 
an alternative investment [PDI],” explains 
Allan Swaringen, president and CEO of JLL 
Income Property Trust, a NAV REIT vehicle 
that is advised by LaSalle Investment Man-
agement and sponsored by JLL. “As an invest-
ment, PDIs are really designed to provide 
portfolio diversification, a level of investment 
performance that is going to be different than 
the performance of stocks and bonds.”

There are many benefits to including alterna-
tive, diversified investments in your portfolio. 
They can reduce overall portfolio risk, lower 
volatility and enhance returns. And the good 

news for investors is that these products are 
becoming more investor-friendly and transpar-
ent, and related fees are shrinking as large-scale 
institutional managers enter the market. 

The greatest amount of innovation in PDI 
products has been seen in the past several 
years, as many institutions and family office 
investors are embracing greater allocations to 
alternative investments. In response to grow-
ing investor demand and increased regula-
tory scrutiny, investment managers have been 
thinking outside the box to improve the struc-
ture of products and meet the needs of clients.

For example, the introduction of perpetual 
life core real estate funds structured as REITs 
allows for ease of entry and exit; advisers can 
actually do asset allocation and rebalance cli-
ents’ portfolios if they experience a denom-
inator effect. In addition, this vehicle allows 
investors and their advisers to approach real 
estate in a much different, more sophisticated 
fashion. Instead of investing in a vintage 
lifecycle fund, they now have the option to 
make a long-term allocation that can capture 
the true beta generated by the asset class.

NEW PRODUCTS  
and DISTRIBUTION  
CHANNELS Expand  
Investors’ Options for PDIs
As investor demand grows for  
portfolio diversifying investments, the  
space is becoming more institutionalized.

By Jody Barhanovich
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RETAIL CHANNEL BECOMING 
MORE INSTITUTIONALIZED 
Over the past several years, there have been 
strong regulatory and market pressures affect-
ing the alternative investment industry. At the 
same time, as more retirement capital shifts 
away from defined-benefit pension funds and 
into the hands of individual investors in the 
form of 401k plans and IRAs, the retail market 
is attracting larger, institutional money man-
agers. The expertise, sophistication and track 
records of these firms are resulting in innovative 
product development and better alignment of 
interest between investor and manager.

“Investing in PDIs takes specialized manager 
expertise,” notes Swaringen. “JLL, for example, 
possesses expertise in the real estate asset class. 
These alternative assets require special skills, 
experience and underwriting ability.” 

 “Institutional asset managers coming into 
this space bring a whole host of benefits for 
individual investors and vice versa,” adds Juli-
anna Ingersoll, portfolio manager, RREEF 
Property Trust, at Deutsche Asset Manage-
ment. “Now, individual investors have access 

what is the collateral?

www.exchangeright.com
phone:  (855)  317-4448  |   info@exchangeright.com

States with ER 
and affiliates 
AUM or under 
contract for 
future portfolio 
inventory.

 › $900+ Million of assets under management

 › Focus on investment-grade, necessity-based retail and  
Class B/B+ value-added multifamily

 › 265 single-tenant retail and healthcare properties 

 › 52 apartment communities consisting of 6,500 units

 › Diversified across 28 states

 › All offerings meeting or exceeding projections

are you working with investors 
who are doing 1031 exchanges? 

1. ExchangeRight has provided advisors and their investors with 
nearly $1 Billion of 1031 portfolios structured to deliver stable 
income, capital preservation, and potential growth. 

2. We target net investor cash flows of 6.25-7.00%, with all offerings 
meeting or exceeding investor return projections. 

3. We help advisors and their investors achieve tax deferral, stable 
income, capital preservation, and potential growth in all economic 
climates.

Whether your client is working with $100,000 or $10 Million+ in 
investment proceeds, we can help guide through the entire 1031 
process. Contact us to learn more.

SPONSORED CONTENT

PDIs
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to the best-in-class expertise that the institu-
tions possess and the investment managers 
[who historically have focused on raising cap-
ital from pension funds, endowments, foun-
dations, sovereign wealth funds, etc.] benefit 
by having access to a new source of capital. It 
is clear that accessing retail capital is a critical 

part of future business strategy and growth 
plans for many investment managers.”

Retail investors will benefit from the 
higher fiduciary standards required of these 
institutional investment managers, includ-
ing a higher level of risk management, legal 
compliance and due diligence. 

Firms such as Blackstone, Jones Lang 
LaSalle and Cantor Fitzgerald are mar-
keting products to retail investors. These 
firms are having success opening new dis-
tribution channels through the wirehouse 
broker-dealers, in addition to the traditional 
independent broker-dealer distribution.

“   Institutional asset 
managers coming 
into this space 
bring a whole host 
of benefits for 
individual investors 
and vice versa.”
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ARE YOUR INVESTORS LOOKING FOR DEEPLY DISCOUNTED 

AND VALUE-ADDED REAL ESTATE INVESTMENTS?

1. We acquire income-producing commercial real estate at a discount 
due to underperformance of prior management or distress. 

2. Investments are structured to deliver strong income and upside 
potential, targeting total returns to investors in the mid-teens to 
low 20s, including cash flow and potential growth.

3. Projects include apartments, student housing, RV/mobile home 
parks, multi-tenant retail, industrial, and other select real estate.

Investors can invest in a diversified fund or on a single project-
by-project basis. The principals of Telos invest side-by-side with 
investors and are generally the largest investors in our projects.

WWW.TELOSCAPITALFUNDS.COM

PHONE: (855) 453-2453  |  INFO@TELOSCAPITALFUNDS.COM

SPONSORED CONTENT

States with Telos 
and affiliates 
AUM or under 
contract for 
future investment 
inventory.

 › $900+ Million of assets under management

 › Focus on investment-grade, necessity-based retail and  
Class B/B+ value-added multifamily

 › 265 single-tenant retail and healthcare properties 

 › 52 apartment communities consisting of 6,500 units

 › Diversified across 28 states

 › All offerings meeting or exceeding projections

In April 2017, global financial services 
firm Cantor Fitzgerald began marketing 
Rodin Global Property Trust, a nontraded 
REIT focused on single-tenant net-leased 
commercial properties located in the United 
States, United Kingdom and other European 
countries. The offering is seeking to raise up 
to $1 billion. The firm is relying on its own 
brokerage operation to market the fund.

In early 2016, Blackstone, the world’s 
largest alternatives asset manager with more 
than $370 billion of assets under manage-
ment (AUM), entered the nontraded REIT 
market with its new perpetual-life fund, 
Blackstone Real Estate Income Trust, which 
was launched specifically to target individual 
investors and is seeking to raise as much as 
$5 billion. The firm has enlisted some of the 
top financial services firms to market its new 
product, including Bank of America Merrill 
Lynch, Morgan Stanley and UBS Group AG. 
Blackstone, buoyed by its stellar reputation 
in the institutional world for making money 
for its clients, already has made a big splash 
in the retail market. As of July 2017, the 
fund had raised more than $1 billion.  

 “The prospects for growth in that busi-
ness are huge,” said Blackstone chairman 
and CEO Stephen Schwarzman on the 
company’s April 21, 2016, first-quarter 
earnings conference call. “As we move into 
the retail chain of distribution with this, 
we should be able to create a really very 
large-scale business.”

PwC predicts global alternative assets 
will increase to $15.3 trillion by 2020. 
The primary driver of future alternatives 
growth, especially in the United States, will 
be retail investors, according to research by 
McKinsey & Co. The firm also notes that 
smaller investors are drawn to large man-
agers because of their established brands, 
ability to deliver across a broad range of 
alternative asset classes, and their robust 
operational and compliance infrastructures. 

With several institutional players cur-
rently making inroads into the retail mar-
ket for PDIs, more large investment man-
agers are sure to follow. The result, in the 
coming years, will be a broader array of 
products for private investors as they seek 
to expand their holdings in the alternatives 
asset class. 
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By Matt Tramel

Has there been a false narrative 
about the slowdown in capital 
flowing to the Portfolio  
Diversifying Investments (PDI) 
space over the past few years? 
From your perspective, where  
do we stand today?

Mitchell Sabshon

The primary driver of the lower capital raise is 
a combination of the intense regulatory scru-
tiny in our industry, compounded by the fact 
that some of the relatively larger numbers we 
saw a few years ago — in terms of annual cap-
ital raise — were driven by a series of REITs 
with shorter lifecycles following the Great 
Recession. And so there was a lot of capital 
getting recycled. I think if you look at the past 
decade or so you would find that on average 
the capital raise was about $10 billion per 
year. We saw that number go up to around 
$20 billion in 2013, but again, that was really 

driven by the recycling of existing capital into 
new programs. 

Specific to the REITs, following the market 
downturn a lot of real estate lost 40 percent or 
more of its value, but then came roaring back 
to even higher levels fairly quickly. So those 
funds that were able to invest at those extremely 
depressed prices in 2010, 2011, 2012 saw a very 
rapid recovery in values and were able to have 
liquidity events in one form or the other after a 
relatively short period of time. And as a result, a 
significant amount of capital came flowing into 
the sector.

I do believe that this industry in terms of cap-
ital raise has bottomed out. Something that I’ve 
said many times before is that investment prod-
ucts do not emerge from the womb fully formed, 
never to change again. Investment products, 
after they’re first developed, change over time. 
They change based upon competitive forces, reg-
ulatory changes, investor requirements and mar-
ket forces, and there is no limit other than the 
creativity of the investment professionals who 
structure products. 

We are clearly at an inflection point in this 
industry. We are seeing product innovation in 
response to those factors that I just described. 
We are seeing lower upfront commissions, trail 
commissions and no commission products. We 
are seeing NAV structures with monthly, quar-
terly or even daily valuations, compared with the 
old structures where sponsors weren’t required to 
put a value on a share until two years after the 
final offering. 

Finally, you are seeing new participants come 
into the space who bring an institutional mentality 
in terms of acquisitions, underwriting and portfo-
lio construction. I consider this a great moment 
in the PDI industry of providing high-quality 
investments with high-quality management for 
the individual investor. I fully expect to see over the 
next several years more institutional investment 
sponsors coming into the space and a substantially 
greater capital raise. I expect to see these products 
in portfolios managed by RIAs and on the shelf at 
the major wirehouse brokerages. 

PDI products are only just beginning their 
growth and development phase. Real estate and 
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other low-correlation investment classes truly 
belong in a well-constructed portfolio of an 
individual investor, and I expect our products 
will continue to change over time and take an 
increasingly larger place in investors’ portfolios. 

Nathan Headrick 

I think we are witnesses to a new era in PDIs. A 
few years ago, when we said alternative invest-
ments, we really meant illiquid, non-pricing real 
estate funds. Now the industry offers advisers 
and their clients everything from venture capital 
opportunities to music royalties. That’s a huge 
shift that represents a substantial broadening in 
investment opportunities. This comes along with 
new PDI securities structures that feature more 
liquidity and more frequent pricing, as well as 
lower fees — and all at a time when traded secu-
rities markets are overdue for a correction, and 
bonds sell at a premium. An investor seeking 
portfolio value stability, or regular income, or a 
hedge against inflation should really take a hard 
look at the new world of alternatives. An adviser 

that believes in Modern Portfolio Theory, or that 
wants to reduce beta or that is seeking to place 
clients in funds normally only available to insti-
tutional investors, should take a hard look too. 

PDI products are most often 
characterized as investments that 
don’t trade in the equity markets, 
creating the impression that  
liquidity is the most important 
attribute that investors and their 
advisers should consider. Is that 
the correct lens to view these 
products through? 

Mitchell Sabshon

The most important characteristic is that Portfo-
lio Diversifying Investment products help inves-
tors reduce volatility in their portfolio and are 
likely to provide a higher return per unit of risk. 

Modern Portfolio Theory dictates that, in con-
structing a portfolio for any investor, you need 

to provide diversification. Stocks generally move 
together and bonds generally move with the 
stock market. 

Most investors seek out-performance, but are 
quite uncomfortable with the volatility of the 
overall market. They want to mute the frequency 
and severity of downturns in their portfolio 
value. You do that by allocating some portion 
of your portfolio to investments that don’t move 
in lockstep with the equity markets. And there’s 
a name for the general category of investments 
that don’t move in lockstep with the overall mar-
ket — we refer to them as Portfolio Diversify-
ing Investments. We want to diversify portfolios 
with assets that have a lower correlation with the 
equity and bond markets. 

Nathan Headrick 

And I would add that investors want access to 
world-class asset managers. I can use PDIs to 
participate in funds today run by Blackrock, 
GSO, KKR, and numerous other institutional 
Wall Street brand names. The PDI industry has 

Nathan Headrick is a  
managing director & 
founder of Triloma Financial 
Group. He currently serves 
as the chair elect of the IPA. 

Mitchell Sabshon is the  
director, president & CEO of 
Inland Real Estate Investment 
Corporation. He currently 
serves as the chairman of  
the IPA. 
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democratized access to portfolios and investment 
theories once only attainable by the best of pen-
sion funds and school endowments.

Recent regulatory changes have 
contributed to uncertainty through-
out the product sponsors and 
broker-dealers, particularly  
as they consider the future  
implications on their businesses. 
But when the dust settles, are  
we ultimately building a stronger 
base from which to grow upon? 

Mitchell Sabshon

I spend a tremendous amount of time with 
financial advisers and other professionals who 
provide advice to investors. The vast majority 
of those professionals wake up every single day 
looking to do one thing — to provide the best of 
their expertise to benefit their clients, and to do 
so without conflict of interest. I personally don’t 
think that, whether we have a fiduciary standard 
or not, it changes what those financial profes-
sionals are committed to do for their clients. 

The challenge with the current DOL Fidu-
ciary Standard is that it creates such a high 
probability of liability for financial advisers and 
their firms, that it motivates those organizations 
to avoid even the risk of servicing the needs of 
smaller investors. And because the determina-
tion of “best interests of the investor” is so sub-
jective, the risks far outweigh the rewards. 

We have seen evidence already that many 
financial institutions are going to stop provid-
ing live professional financial advice to smaller 
accounts. Those investors may get the benefit of 
robo-advice, or they may just be told they need 
to find another firm to work with. 

As it pertains to the private right of action, 
I have too often seen attorneys who are moti-
vated by fees pursuing litigation against financial 

institutions in hopes that a quick settlement 
will generate revenue even in the absence of any 
true misconduct.

I firmly believe in product innovation. 
I spent a large portion of my career on Wall 
Street where I focused on the development of 
new investment products. I believe that the 
changes we are experiencing are ultimately 
leading to better structures and products and, 
ideally, as a result, a better investment experi-
ence for our investors. Over a period of time, 
I believe it will become abundantly clear how 
creative and better-structured PDI products 
have become.

Nathan Headrick

As we’ve evolved our products, they’ve become 
embraced by wirehouses and registered invest-
ment advisers. This will add billions of dollars 
of new capital inflows for PDIs in the years 
ahead. Smart beta funds and roboadvisers will 
always have their place as attracters of capi-
tal, but particularly as markets start to turn, 
PDIs can be the go-to resource for advisers 
looking to diversify and mitigate risk through 
asset allocation.

There seem to be some relative 
constants that will drive our  
business in the long run. How 
can our industry raise awareness 
of the benefits of PDIs among 
FAs and RIAs? 

Mitchell Sabshon

I think it’s incumbent upon the IPA, as 
the industry trade association for sponsors, 
broker-dealers and affiliated professionals, 
to both educate and advocate in the market-
place. It is equally incumbent upon sponsors 
and broker-dealers to educate their respective 

investors and clients on the benefits of these prod-
ucts in a well-structured portfolio.  

Nathan Headrick

Advocacy is everything. If the SEC and FINRA, 
and Washington, D.C., as a whole, are serious 
about encouraging capital formation in a new 
era, then we must sit down with them, roll up 
our sleeves and get to work. Our efforts can be 
proactive, and not reactive, for the first time in 
a long time.

When you look at the investing 
landscape today, what gives you 
confidence in the future of your 
business?

Mitchell Sabshon

The need is there. Investors need access to 
better-structured portfolios, which means 
more investors need to get exposure to PDIs. 
Traditionally, many advisers have felt uncom-
fortable advising their clients to construct a 
portfolio that includes PDIs because, simply, 
they themselves have not been familiar with 
real estate and other low-correlation prod-
ucts as an investment class. But the industry 
collectively is doing a better job of educating 
all constituents, including financial advisers, 
on how PDI products can benefit a prop-
erly constructed portfolio. We will see more 
financial advisers that advise their clients to 
allocate a portion of their portfolio to PDIs 
because it’s the right thing to do for investors 
and, as a result, I have a great optimism about 
the future. 

Nathan Headrick 

People. Every day I see and work with 
folks who genuinely care about investor 
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performance, and about doing things right. 
The PDI industry will continue to strive to 
promote best practices that exceed expecta-
tions. And that’s important because it creates 
a long-term mindset. And a mindset that is 
relational, not transactional.

It is 2025. Describe the  
PDI industry. 

Mitchell Sabshon

I think we will see industry capital raise 
approaching $30 billion a year. We will see a 

much longer list of traditionally institutional 
sponsors managing products for individual 
investors along with their institutional client 
base. I think we will see products with a broad 
range of innovations that continue to benefit 
the individual investor experience. 

Nathan Headrick 

That’s fun to think about! Cleanshares have 
taken over, and fees are a matter for advisers 
and clients to consider, not funds and fund 
sponsors. Far fewer fund options exist, and 
barriers to entry for new players are high 

and expensive. The alphabet soup of share 
classes will be gone. PDIs are able to oper-
ate in robo environments. Private equity 
will continue to boom. True asset managers 
will thrive, and low-to-no-service advisers 
will be out of work. Amazon will launch 
a financial services platform. Generational 
wealth transfer will result in large inflows 
into alternatives. Peer-to-peer transactions 
using virtual currencies and web-based 
capital formation will dominate the cap-
ital markets. International investment in 
U.S. alternatives will exceed domestic cash 
in-flows, and by a lot. 

Looking for Portfolio 
Diversification Options? 
Explore Our Creative, Well-Structured and Differentiated

Alternative Public and Private Real Estate Securities

For more information, please visit inland-investments.com or call 800.826.8228.
FOR INSTITUTIONAL USE ONLY. Dissemination to prospective investors prohibited. This is neither an offer to sell nor a solicitation of an offer to buy 
any security, which can be made only by an offering memorandum or prospectus that has been filed or registered with appropriate state and federal regulatory 
agencies and sold only by broker dealers and registered investment advisors authorized to do so.

The Inland name and logo are registered trademarks being used under license. This material has been distributed by Inland Securities Corporation, member 
FINRA/SIPC, dealer manager and placement agent for programs sponsored by Inland Real Estate Investment Corporation and Inland Private Capital Corporation.
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M ost retail investors would 
be elated to have more 
opportunities to invest in 
alternatives and diversify 

their portfolio further from the public mar-
kets. But these private markets are often out of 
reach for the average investor, instead catering 
to large institutional investors and the top-end 
of the high-net-worth-individual space. Even 
more challenging is the fact that many of the 
vehicles created to give retail investors access 
to alternatives, such as real estate investment 
trusts, remain highly correlated with the 
stock market.

Luckily for retail investors, lifecycle REITs 
(formerly known as nontraded REITs) and 
business development companies (BDCs) 
are vehicles created just for this purpose — 
giving retail investors access to private mar-
kets they normally could not reach, in turn 
allowing them to further diversify their port-
folio and lower its correlation to the greater 
public market.

Of late, regulatory challenges seem to have 
put the asset classes on thin ice, but some in 
the industry believe that managers will adapt 
to new regulations and that the bigger issue 
lies in a lack of education about the benefits 
of the admittedly complex vehicles.

LIFECYCLE REITS:  
MORE THAN WIDGETS
Lifecycle REITs earned the moniker due to 
their finite lifecycle that begins with fundrais-
ing, then moves to a portfolio management 
phase, and finally crescendos in a monetiza-
tion event, which is generally a listing on the 
public exchange or a merger and acquisition 
transaction, marking the end of the vehicle’s 
hopefully fruitful life.

“Lifecycle REITs typically offer a great 
yield with a low correlation to the market, 
so they can be used to balance out a client’s 
fixed-income assets or equity dividend paying 
assets,” says Ella Neyland, president at Stead-
fast REITs, a shop that specializes in lifecycle 
REITs focused on the multifamily sector.

This low correlation to the market is, obvi-
ously, due to the vehicle being unlisted, but 
what is less obvious is the effect this can have 
on strategy and execution. Publicly traded 
REITs often trade at either a discount or a 
premium to the net asset value of the underly-
ing properties. This means that, when trading 
at a discount, it can be quite challenging to 
acquire new assets, as new stock will be issued 
at a discount to NAV, but new assets will be 
purchased at NAV, creating a dilutive effect on 
existing shares. 

On the other hand, shares of lifecycle REITs 
are purchased and deployed at NAV, allowing 
managers to execute their strategy regardless 
of the vagaries of the market. Because lifecycle 
REITs are sheltered from the public markets, 
some in the industry see them as a more direct 
real estate play than public REITs. 

“I always ask myself when contemplat-
ing my own asset allocation, if I’m buying a 
publicly traded REIT, am I really buying real 
estate, or am I buying a share of stock in a 
publicly traded company that just happens to 
buy real estate as opposed to making widgets?” 
explains Kevin Shields, chairman and CEO of 
Griffin Capital, which has managed five lifecy-
cle REITs, one of which has completed its life-
cycle and is now publicly listed. “With such a 
high correlation coefficient between the FTSE 
NAREIT Index and the S&P 500, I generally 
conclude the latter — I am not really making 
a true real estate allocation.”

This is not to say that the managers of lifecy-
cle REITs have no concern for the public mar-
ket. Often the goal of the vehicle is to time its 
monetization event when the market is trading 
at a premium to NAV, giving shareholders an 
instantaneous “pop” in value. Retail investors 
could employ a similar strategy themselves by 
purchasing public REITs when they trade at a 

REITs and BDCs  
Are in It for the Long Haul

By Reg Clodfelter
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discount to NAV and selling when they are at 
a premium, but investing in a lifecycle REIT 
takes this responsibility out of their hands.

This also means that an investor will have 
to wait for the right market environment to 
emerge before their investment is fully real-
ized. Because of this, the vehicles are often 
advertised as (mostly) illiquid ventures that 
last somewhere between five to as much as 
10 years. While most of these vehicles have a 
share redemption program that provides some 
liquidity, there is often a penalty attached, caus-
ing managers to present the vehicle to investors 
as essentially illiquid. But for some investors, 
this illiquidity is an acceptable price to pay for 
the diversification that the asset class provides.

It is important to note that the space has 
seen higher fee structures in the past, but 
new regulations requiring greater transpar-
ency have caused managers to reduce fees and 
employ more performance-based commis-
sions to remain competitive, both of which 
are beneficial to investors and should make 
the vehicle more appealing on the whole.

LIFECYCLE BDCS:  
A NEEDED MARKET SOLUTION
Lifecycle business development companies 
have many similar attributes to lifecycle 

Lifecy    le
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REITs, but the market forces that created a 
need for them are quite different.

Consolidation in the banking industry over 
the past two decades has made it increasingly 
challenging for middle-market companies 
to access the traditional bank loan market, a 
problem only exacerbated by the global finan-
cial crisis and the regulatory changes that fol-
lowed. BDCs were created to aggregate small 
investments and use the capital to offer corpo-
rate credit to these middle-market companies 
that struggle to obtain it otherwise, essentially 
marrying companies without access to tradi-
tional bank loans with investors far too small 
to issue those loans.

Lifecycle BDCs fill this market void 
while also providing their investors diver-
sification from the public market and the 
illiquidity premium that often comes with 
private investments.

These vehicles still have the three main 
lifecycle phases: fundraising, portfolio opti-
mization and a lifecycle-ending monetiza-
tion event. But, unlike drawdown funds, 
many BDCs invest the capital they receive 
immediately in the traditional bank loan 
market until they have aggregated enough 
capital to originate a private loan.

“This is the secret sauce of this strategy,” 
notes Brody Browe, senior vice president 
at FS Investments, which manages five 

BDCs, one of which is public and is the 
only lifecycle BDC to complete its lifecycle. 
“The ability to invest capital in relatively 
liquid markets such as the bank loan mar-
ket makes BDCs a more efficient vehicle to 
access the middle market lending or direct 
origination market.”

Investors must keep in mind that the 
loans contained in these vehicles are often 
sub-investment grade but are in turn higher 
yielding. These yields are further buoyed by 
the accompanying illiquidity premium that 
smaller retail investors are often unable to 
reach. Some BDC managers make sure to 
invest at the top of the capital stack in order 
to mitigate default risk, but this will depend 
on the individual manager.

Investors should also be aware that pub-
lic BDCs generally trade around NAV, and 
don’t have an accompanying aggregation 
premium attached to their value like many 
REITs. While this severely dampens any 
chance for the “pop” in value from the mon-
etization event that lifecycle REIT manag-
ers strive for, it also lessens the uncertainty 
surrounding how the market will value the 
assets once they are listed.

As long as investors understand the risks 
associated with lifecycle BDCs, the vehicle 
can ideally provide them a fixed income 
investment that carries an illiquidity 

premium and is less correlated with the rest 
of an investor’s portfolio.

CAN THEY TAKE FLIGHT AGAIN?
Recent regulatory uncertainty and the adap-
tation to new product structures certainly 
has an effect on both the lifecycle REIT and 
lifecycle BDC industries. Sales of lifecycle 
REITs have fallen from a high of $19.6 bil-
lion in 2013 to just $4.5 billion in 2016, 
according to National Real Estate Investor. 
Sales of lifecycle BDCs have suffered a simi-
lar, if less dramatic, fate.

But increased pricing transparency is also 
working to bring fees down. Sources for 
this story were split as to how dramatic the 
long-term effect of these regulatory changes 
will be, but most generally agreed that the 
market will need to come to a new consen-
sus on exactly how these vehicles are struc-
tured and marketed.

“Uncertainty has paralyzed some players 
that couldn’t weather the storm,” added 
Browe, with FS Investments. “But my belief 
is that once we get regulatory clarity, when 
it comes to lifecycle REITs and BDCs, asset 
management firms who continue to do 
things the right way on behalf of their inves-
tors will be like a phoenix rising.” 
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I nstitutional investors have long recognized the 
advantages of investing in real estate. More 
than 20 years ago, Roger Ibbotson conducted 
a seminal study that proved adding private real 

estate to a diversified portfolio of stocks and bonds not 
only decreased volatility (risk), but increased returns. 
Institutions jumped into real estate for its diversifica-
tion, income and appreciation benefits, but private 
investors simply did not have the means to add these 
large, expensive assets.

Then along came public REITs, which provided 
a partial solution for private investors. Using these 
exchange-traded vehicles, investors were able to add 
a proxy for private real estate to their portfolios. But 
REITs also added the volatility of the equities market to 
portfolios that were typically full of stocks to begin with. 
They also failed to provide the illiquidity premium that 
is the primary benefit of direct real estate. REITs were 
better than nothing, but they were not giving investors 
the characteristics of direct real estate that institutional 
investors enjoyed. 

Enter interval real estate funds and nontraded 
REITs. These hybrid vehicles offer investors more 
liquidity than closed-end  private equity real estate 
funds, but less liquidity than standard REITs. They 
are a valiant attempt to find the sweet spot for private 
investors between so much liquidity that the benefits 
of an illiquid asset class are lost, and so little liquidity 
that private investors have a hard time fitting them in 
their portfolios.

INTERVAL FUNDS
An interval fund is a pooled fund regulated by the 
Investment Company Act of 1940 (40 Act) that is 
legally a closed-end fund, but exhibits some of the 
characteristics of mutual and open-end funds. The 
structure has been around for decades, but it has 
recently become popular as an efficient way to hold 
long-term, illiquid investments, such as real assets. 
Like mutual funds, this vehicle allows for daily invest-
ments. Unlike mutual funds, however, the share price 
is based on the NAV of the underlying assets rather 
than a market rate. In addition, liquidity is limited, 
though the fact that there is any liquidity at all is seen 
as a bonus for real estate investors. 

Interval funds must offer at least 20 percent of their 
outstanding shares for redemption each year. Most 
interval funds meet this requirement by making up to 
5 percent of their shares available for redemption each 
quarter. This liquidity compromise gives investors the 
chance to exit the investment long before the fund’s 
final close, while leaving 80 percent of the value in 
the portfolio to be used for the long-term investments 

that provide the illiquidity premium that is part of real 
estate’s DNA. 

“Interval funds are an elegant way for investors and 
advisers to capture some of the  illiquidity premium 
without being totally illiquid,” says Frank Muller, CEO 
of Provasi Capital Partners, a Dallas-based investment 
fund manager that provides access to specialized invest-
ment strategies through a multimanager approach. 

Investors must note, however, that limited liquidity 
means just that — limited. There is no guarantee that 
the 5 percent of redeemable shares available each quar-
ter will cover all investor requests for redemption, and 
investors might have to wait several months to redeem 
their shares. Investors should go into these funds with 
the mindset that they are most suitable for longer term 
investments.

NAV REITS 
NAV REITs are also a hybrid product, but in this 
case, they are a mash of the traditional, highly liquid, 
exchange-traded REIT and the closed-end, highly 
illiquid REITs that are nontraded. Because these 
funds fall under the Securities Act of 1933 (Act 33) 
and Securities Exchange Act of 1934 (Act 34), NAV 
REITs are regulated by both states and the federal gov-
ernment. They combine the higher dividends of REITs 
that are nontraded with the transparency in pricing 
and greater liquidity of traded REITs. An important 
difference between the two flavors of REITs, how-
ever, is that NAV REITs trade based on the price of 
their underlying assets, while traditional REITs trade 
on equity-market pricing. This means that NAVs are 
much less volatile than traditional REITs because they 
track the real estate value within the portfolio rather 
than the market. Real estate prices change much slower 
than equities markets do.

“It is almost impossible for an individual investor 
to get ‘real’ estate returns,” says Alan Feldman, CEO 
of Resource Real Estate, a Philadelphia-based firm, 
which is a sponsor of both interval funds and NAV 
REITs as well as other investment programs. “How-
ever, a financial adviser can offer NAV REITs, which 
are long-term real estate investments managed by 
proven managers, with a bit less volatility than inter-
val funds. These funds allow investors to access alter-
natives not correlated to stocks and bonds, which can 
offer income and diversification.” 

THE SAME, BUT NOT 
Interval funds and NAV REITs have several simi-
larities, but also several differences. They are both 
ways for private investors to get closer to the type 
of real estate that institutions have benefited from 

Interval Funds and 
NAV REITs Bring  
Private Real Estate 
to Retail Investors
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for years. They both provide stable income 
with the possibility of appreciation. In addi-
tion, they both base their share prices on the 
actual underlying investments rather than 
on the whims of the equities markets. 

But there are several differences, as well. 
These differences could determine that one 
vehicle is more appropriate for an investor’s 
portfolio than the other.

The primary difference is the type of 
investments held in the fund. All 40 Act 
funds, including interval funds, are limited 
to securities as an investment focus. There 
is, however, a lot of latitude in what is con-
sidered a security. Securities can be liquid 
equities, ETFs, debt financing, residential 
whole mortgages and other products that 
do not immediately conjure up the image 
of a securities investment. Most interval 
funds invest in the closed-end private equity 
real estate funds sponsored by institutional 
managers. This pooling of pooled funds 
provides a huge amount of diversification 
because each underlying fund holds multi-
ple diversified assets, which then flow into 
the interval fund portfolio.

“These funds invest in the traded and 
nontraded securities of dozens of compa-
nies,” says Feldman. ”That means you can 
have thousands of buildings supporting the 
cash flows of those companies that are paid 
out in dividends to shareholders.” 

NAV REITs, on the other hand, must 
derive at least 75 percent of their income 
from real estate. This means they hold con-
crete assets or the debt obligations of con-
crete assets. The REIT managers are actual 
real estate professionals who buy, sell and 

manage the underlying assets. Interval funds 
access real estate exposure but are doing it 
through buying underlying securities. That 
is an important distinction.

Another difference is the history of the prod-
ucts. Interval funds have been available for at 
least 30 years, while NAV REITs first appeared 
about five years ago. Investors like knowing how 
their long-term investment vehicles tend to 
behave long term. Having a multi-decade track 
record gives interval funds an advantage because 
investors have become comfortable over the 
years in the pricing mechanism and how these 
funds behave.

There are also a few technical differences that 
investors might be interested in. Interval funds 
are sponsored by registered investment compa-
nies, while REITs are complex, self-contained 
businesses. Interval funds fall under the Act 
40 regulations, which means that there are no 
additional state requirements. NAV REITs fall 
under Acts 33 and 34, which means each state 
can add its own suitability, reporting, gover-
nance and other investment stipulations onto 
those required by the federal government.

DIVERSIFICATION SQUARED
When investors diversify their portfolios, they 
usually do so by adding additional asset sectors, 
or portfolio diversifying investment asset classes 
that are uncorrelated with those already in the 
portfolio. Adding real estate through interval 
funds or NAV REITs accomplishes that, but 
adds on an additional diversification factor — 
liquidity levels. 

“By looking at liquidity levels from illiquid 
all the way down to CDs, investors are adding 
important diversification to their portfolios,” 

says Muller. “So you start with traditional 
diversification by capitalization, style and 
geography, and now you layer this fourth 
dimension of liquidity and illiquidity, and 
you are starting to get closer to how institu-
tions allocate capital. That’s how both of these 
structures are a benefit to clients.”

If looking to diversify along the liquid-
ity spectrum, both interval funds and daily 
NAV REITs will find a way into an investor’s 
portfolio. They are complementary rather 
than competing. 

“Interval funds are intrinsically more liq-
uid than a REIT that must own buildings,” 
says Feldman. “NAV REITs are designed to 
be longer-term investments. Together these 
funds provide added diversification. But if 
you have less to invest, you might want to 
look at interval funds. You don’t want to be 
making smaller investments into hard assets 
for the long term. It’s a subtle difference but 
an important one that a good financial adviser 
can address.” 

 “One of the major trends you see are individ-
ual investors — and their advisors — looking to 
adopt some of  the best practices from the insti-
tutional world,” says Muller. “The two worlds 
are coming closer and closer together, particu-
larly in regards to interval funds, where many of 
the underlying assets are institutional real estate 
funds, or other institutional asset classes. Light 
bulbs are going off as people are saying they need 
some of these illiquid assets in their portfolios 
like institutions, but they need it a bit more liq-
uid and retail friendly.”

Both interval funds and NAV REITs 
are leading the way to those more liquid, 
retail-friendly investment products. 
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By Matt Tramel

On the PATH to a Better 
 FIDUCIARY   STANDARD
T oday, the future of the Department 

of Labor’s Fiduciary Standard Rule 
is as uncertain as a presidential elec-
tion. However, the DOL recently 

requested a delay of full implementation until 
July 1, 2019. Also, full implementation may be 
delayed, and the rule may be changed in part to 
coordinate the requirements for financial advice 
to retirement accounts with the SEC’s vision 
for a standard of care applicable to all financial 
advisory services. The entire financial services 
industry faces an uncertain future. 

But uncertainty has not bred stagnation for 
Portfolio Diversifying Investments (PDIs), 
including lifecycle real estate investment trusts 
(REITs), lifecycle business development com-
panies (BDCs), net asset value (NAV) REITs 
and Interval Funds. These products have under-
gone a rapid evolution to provide enhanced 
returns, flexible fee arrangements and increased 
pricing transparency.  

Real Assets Adviser interviewed two experts 
who have represented the industry in its ongo-
ing dialogue with the DOL to get their assess-
ment of PDI product changes and the path to 
continuing collaboration between the Invest-
ment Program Association (IPA) and regulators, 
as the financial services industry enters a new era 
of product innovation and client servicing. 

THE LONG AND WINDING ROAD TO 
A FIDUCIARY STANDARD
“To understand where the financial services 
industry is heading, it is useful to look at the 
fiduciary issue from a historical perspective 
rather than a hysterical perspective,” says Mark 
Goldberg, CEO of Griffin Capital Securities, 
former chairman of the IPA and recipient of 

the IPA’s Lifetime Achievement Award. “The 
PDI industry tends to think of the Fiduciary 
Rule from a ground-level point of view because 
it impacts our products. But the better way to 
interpret and respond to the rule is to under-
stand the shifting dynamics in the way that 
American retirees save.”

The DOL originally created the Employee 
Retirement Income Security Act of 1974 
(ERISA) to establish standards of care to pro-
tect corporate pension plans. But a fundamen-
tal shift occurred over time, with retirement 
savings moving from corporate defined ben-
efit plans to self-directed defined contribu-
tion plans. This change has gradually moved a 
majority of Americans away from the protec-
tions embodied in ERISA. 

“The DOL viewed it as their responsibility, 
as public servants, to create standards of care for 
retirement savers beyond the protections which 
only applied to ERISA plans. We also quickly 
realized that DOL staff was unfamiliar with our 
industry’s products,” commented Goldberg, 
who testified in front of the DOL during its 
public hearing process in August of 2015. 

Through that testimony, direct meetings and 
a series of comment letters, the IPA was suc-
cessful in educating the DOL staff about the 
importance of PDIs and their unique benefits 
to the investing public. (The IPA specifically 
asked that the originally proposed “Asset List” 
be eliminated, given that it did not include 
REITs or BDCs as acceptable assets to be sold 
under the new rule. Eventually the Asset List 
was eliminated from the final rule.)

Goldberg added, “Demonstrating respect 
for the DOL and acknowledging their position 
established a solid basis for mutual dialogue 

that ultimately led to the DOL being receptive 
to our comments and making changes to the 
rule as originally proposed.” 

THE EVOLUTION OF PDI PRODUCTS
Keith Allaire, managing director at Robert 
A. Stanger & Co., an investment banking 
firm specializing in PDIs, has been a leading 
voice in the PDI industry for more than 30 
years and is also an IPA Lifetime Achievement 
Award recipient. Having been deeply involved 
in a wide range of regulatory reform efforts 
with the DOL, FINRA and the SEC, he has 
observed first-hand the evolution of PDI prod-
ucts in a direction that is at the heart of the 
fiduciary discussion. 

“It’s hard to separate the DOL Fiduciary 
Rule from FINRA RN 15-02 [which amended 
account statement reporting rules for PDIs] 
because both are designed to address fees paid 
by the investing public,” said Allaire. FINRA 
RN 15-02 created “fee pressure” by enhancing 
the transparency of front-end commissions. It 
also accelerated the provision of share valua-
tions to investors and created standards of inde-
pendence for determining such valuations. 

“The front-end sales loads have declined by 
about 1.5 percent in the past year — the first 
decline in over 30 years — and we’re seeing con-
tinuing motion in the marketplace to reduce 
sales loads. Investment sponsors are starting to 
absorb more distribution costs, which enhances 
investor returns.” 

Wherever sales charges ultimately settle, 
Allaire says the proposed Fiduciary Rule has 
triggered a healthy evaluation throughout 
the financial services industry of what consti-
tutes reasonable compensation for the various 
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products offered to investors. “The larger 
broker-dealers and investment managers are 
working with their research, compliance and 
due diligence staffs, independent advisers and 
academic consultants to carefully evaluate 
the relative complexity of various investment 
products and the nature of the advisory ser-
vices required to adequately service clients who 
invest in each product. The goal is to establish 
adviser compensation which fairly reflects the 
duration and nature of services provided to 
investors.” Allaire also noted that whether or 
not a new Fiduciary Rule is forthcoming, this 
ongoing evaluation is producing significant 
benefits for PDI investors.

“Investors now have the flexibility to select 
from among alternative share classes to better 
reflect the nature of the services they receive 
from their adviser,” says Allaire. For example, 
new PDI no-load share classes have been intro-
duced for clients who compensate their advisers 
via fees based on assets under management.

AND THEN NOVEMBER 8, 2016, 
HAPPENED
Not many predicted a Trump presidency. Con-
ventional wisdom in the financial services com-
munity expected a continuation of the Obama 
regulatory regime. But President Trump’s push 
for deregulation triggered his executive order in 
February calling for a wholesale review of the 
Fiduciary Rule prior to implementation. How-
ever, the process required by the Administrative 
Procedures Act could not be fully implemented 
prior to the rule’s April 2017 effective date, so a 
phased implementation went into effect. 

In June, the newly appointed SEC chairman, 
Jay Clayton, announced the agency was mov-
ing ahead on a coordinated Fiduciary Rule with 

the DOL and was seeking public comments to 
inform “possible future actions” on rulemaking 
relative to fiduciary duty and standards of care 
for investment advice.

 Allaire believes the coordination of stan-
dards between the DOL and the SEC is nec-
essary. “It simply doesn’t make sense to have 
two fundamentally different standards of 
care — one for taxable accounts and one for 
retirement accounts.” 

Goldberg agrees, and adds that if the private 
right of action in the DOL rule is removed, 
there must be some enforcement mechanism 
for a standard of care to work. “The SEC’s 
adoption of a uniform standard of care could 
be the replacement for enforcement through a 
Private Right of Action.” 

Regardless of these uncertainties, a Fidu-
ciary Rule is now in place that requires, 
among other things, that the adviser act in 
the best interests of the client and the com-
pensation be reasonable. PDI product spon-
sors have made considerable efforts to work 
with the broker-dealers in creating products 
that meet the requirement for reasonable 
compensation. “Market forces are moving the 
industry toward a uniform pricing model,” 
says Goldberg. “Whether or not the Fiduciary 
Rule is abandoned or changes, broker-dealers 
have already committed to offer products on 
only a ‘reasonable’ compensation basis.”

ENGAGE. EDUCATE.  
BRING SOLUTIONS.
Everyone who has worked on the fiduciary 
standard issue would agree that it’s been a 
long and winding road — and we’re still 
not there yet. The IPA recently submitted 
another comment letter to the DOL and is 

working on a submission in response to the 
SEC’s request for comments. 

According to Goldberg, successful outcomes 
rest upon three important pillars of action 
— engage, educate and bring solutions. “So 
much of what the IPA has accomplished over 
the years has resulted from our constructive 
engagement with regulators and the patient 
education of their staffs about the nature of 
PDI products and the benefits they provide 
to investors. Beyond that, you have to bring 
to the table not merely your objections but, 
more importantly, solutions. It’s not helpful to 
simply talk about unintended consequences or 
how a new regulation will hurt your business. 
You have to help the regulators find reasonable 
compromise solutions.”

THE ROAD AHEAD
Regardless of the future of the Fiduciary Rule, 
Goldberg and Allaire see expansion of the PDI 
space. “There’s a coming realization that diver-
sified portfolios should move past a simple mix 
of ETFs and index funds, and I believe PDI 
products should see a resurgence. But in order 
to achieve that, we have to institutionalize our 
pricing and the manner in which we report per-
formance,” said Goldberg. “I think there’s a lot 
of opportunity, but it won’t come without con-
sistent change and innovation.”

Allaire is bullish, too. “I believe our industry 
offers products that are fundamental to a well 
diversified portfolio, regardless of the regula-
tory hurdles. For example, the ownership of 
income-producing real estate is a solid portfo-
lio anchor. Ultimately, we will see more large 
institutional asset managers enter the PDI space 
to provide products to retail investors, and that 
bodes well for the growth of the industry.” 
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Visit www.ipa.com to learn more about its members and PDIs.

 » Lifecycle REITs 

 » Perpetual Life REITs 

 » Lifecycle BDCs 

 » Interval Funds

 » Closed End Funds 

 » Energy and Equipment   
      Leasing Programs 

 » Real Estate Private        
      Equity Offerings 

 » 1031/DST Investments

National Leadership for Portfolio Diversifying Investments

For over 33 years the IPA has effectively served as a leading advocate for 
investor choice.  The IPA’s members bring Wall Street investment opportunities 
to the Main Street investor.  We are dedicated to protecting and expanding the 
Portfolio Diversifying Investments (PDI) industry.  

PDI products are held in the accounts of millions of Main Street investors who 
seek durable income, appreciation potential, low correlation to traditional 
equities and institutional asset management. They remain a critical component 
of an effectively diversified investment portfolio and serve an essential capital 
formation function for the U.S. economy.

IPA member firms offer a 
wide platform of institutional 
investment strategies for the 
retail investor: 


