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“If a client invests in property syndication on a recommendation from their adviser, it is essential

that the risks are properly explained. If this is not done, the client has recourse to complain to
the FAIS Ombud to get the money back that has been lost.”

Thiz corainly seams to be fha cose with most
propedy snclicotions, Many of the odvisers who
hueree "sald” bt insestments to clients do s with
o vty benliby commission of between sieand 10
per et ol the investmant lee. Sa, i youwr chant
irvasts BT miflion al thew relimmenl sovings info a
prrosperty syndication schems, you Bonk botwean
RO GO0 K100 000 on fh recommendation

Weenen Ingram, direcior of Gablee Copital, sasxl
fhcit investons are often ‘guarantesd” menest of 10
ot 12 per cent o yeor with o promise thot the whole
Investmenl (s |_|nrjni'|_'||r1|u=_ld h.-lr o greal proqey

fhiat will be sold of & mossive prolit. “Heones
odvmem gueshion bow i s possible that ey

conld ba paid a cammission of upta 1] por ea
uplrant, while thesie clients would got 10 por cant

o1 yecar gusieaieed wisen v bost livted propeny
compnnes coukl only defvar hall thal retum,”

I's eosy 1o see why these schemes obimached 5o
restichy indmeng) (,'l:ﬁan'n:m!.r those who fend 1o find
theinsehves exposed 10 these Linds of investments
o aleer clients, olton meiress whe howe not
sovind] enowgh for ek refirement and ore
tl’.'i!n‘.hulH fe high eerhurrd 1o mwake up fesr yoars of
e soving seletpuctealy.

Thiame are many recentesamples of propery
syndicotion schames that have gane wiong.
Sharemox, PIC Synchicabions ond Realcor, ang
jusst thiresss that ore currantly bottling fo stoy afloat
iry thee Tace of lowsuits, o lock of cepiiol and

ngry Inweshons

Dt Besoat, stz etuitivie eliractar of Eficiont
Group and spakesman for the new Sharemias
beard, who was one of thres new direciois
beought in lost Movember alter the esignation
of members of the fommer board, soid the loyers
of costs mvedved in propesty syndicotions puts
them an the bock food from the slar, “Investors
who participate in those schemes are olready
operabing in o deficit of six per cend just on the
bessis ol the advises eammission.

“in principle, e is nothing wong with propary
syriche aticons, Thiy ollow individunots 1o participate
in benge symefscotions that they would atbawise

nof be able o occess.” soid Rood!, “Howewer,

fhe one disgdantoge for invesian is thol property
synelicamion, by its noture, = o faidy iligud
wvashmient 50 0 s difficolt lor imviesion: ko exl Has
irveshmed ensly || e also dillicull 1o determine e
wealuie of ks irveesiment oo o doy-lo-doy bosis ™

I thas cose of Shanemax, Boodl said tho! there
wiors a highly complicened struchume wilh a public
campany collecting money and lending this

fion € private cednpany, which then ocguined a
property, all ol which now has 1o be uniangled.
This hias bean lurther complicated by o number

af chaims and countor-cloims between tho
syndicaled companies, “That & why we one
proposing o schame of arrangement which il
enoble Sharemox to get nd of ol the cloims
an abligations,”

Simce speaking 1o INVESTSA, Rood: has aoid tha
e board ol Shorsmon is lecking al allermatives
e its pleanes schisme af arrongement thal moy
[ miore oftroctive o the mvesions.

“Technically property
syndications are not regulated by
the FSB but fall under the ambit

of the registrar of companies.
The dilemma and danger for
financial advisers is that the
syndications are promoted by
offering units in the investment
which is both misleading and
incorrectly marketed.”

The rssue of the struchure is one of the biggest
prcdtilems with these mveimonts. O sooroe told
IMVESTSA that there heve been instorces whns
1w lil'l“t,‘aw qi TNy {I‘Iﬂrll mw mwatiors o Ihr_lge
schemes has been wsod fo pay o retum o the
oniginal investars befose the company genenatod
an income, In eflect, this makes 4 o Pongi scheme,
o5 imvstons are poid bock not from prelit eamed,
bt Froen ceapital peasd i by subsoguent ineston If
proporty pricos contines 1o 9o up, howseer, then
evirone seerms-bo be winning: bul when prices
kb or even lall, the schemds beging 1o uniwal

Inggroen o] he sored queshoning the busiress
el of property syndications bock in 2005 a5
b cowld motl understond o such vestiments
ware paying o guaranieed income lor higher than
their histed conntarpsosts

*1 conled not undesstand hew advisars could
b paid such mossive upfront lees on propery
devalopments which are, by delinton, anly
bore pieces of land, | am ngt sure whather
these syndicalions can be classibed os scoms
bsuit | cartainly beel that no ethical odviser could
recommend them, For exomiple, you hove to
wonder haw o piece of land could be baugh
by a group of developers loe R100 million and
liven mradiotely sold on 1o a syndicolion Jor
RIAOO million ™

Manus Ferwick, chiol aperaling officer of Mazors

Fananciol Services, soid propernty syndicotions: are
nal regulated by the F58 and therefore should not

INVESTSA

b promicied by fimoncial ochisers. “Tachnicolly
propety sychcobions wme nof regulofed by the
F5B but fall under the ambil of the megatror of
componies. The ddemmo ond donger lor financial
odvisars, is thot the syndicotions are prometed

vy efbering wnits in the investmient which = bath
rivisleoding ard incomecly morketed "

Hevwevar, Fenwick added St the F58 has laken o
vty st vigsw on promeding propery syndicoled
imvestments. Hebvising cleits o et inopreipery
syndicotion s seen os linoocnd advice which lalls
sopuanely ynder the ombil of the FSB, irespective
ol thiz fact that propery smdicateons fall wnder
fhe: Companies Act and not the F38, Therelare,
cichiserrs will be held accauwntable § such
syndication bols,”

There i o kiy point hess bor financiol odvsers

It o chart mwests in propeny syndication an a
reccmmendation lrom thasr adviser, it is essentiol
that ke risks ome propedy ceplomed. I this & not
dane, fhe chant hos recourse to comploin to th
FALS Oimbud to get the money bock that has
b fost

By importard distinction bor advisers 1o understane
i that if the chent loses the imaniy thay mvested,
tiviry e cloam back the enfire omounl, tp ko
FBO0 000, So an adviser may be larced ko pay
back nat just their own commission, but ko ths
tull amaunt that bos been los

Justus van Fetan, COO of the Financial
Irterrmedionies Associotion of Southern Aluca (FIA],
sened 18 15 wital thal intermedianes bollew the cormect
protoc ol and de rol give fhe client any reoson o
fined b, “The infermediary should olways make
surer thol there = o record of advice. The valee o
recond keeping connat be emphosised encugh
and s naeds to nclucde o risk anolysis os woll s
the: pros ond cons of the sobuon.”

Of course, somecne does need 1o be hakd
occounioble lor the collapse of these schemes bt
Ingreem said thal this connet be loid squanely on
e shoulders of e adviser, "Sadly, the odvisers
will prabably ba the eaziest tamets os ey dan’t
Intri thr o pockets 1o light These cloims in
cour and will therefore suffer the most. The
promotens and founders of thage schemes are

thie porties. thot sheold be targeted by the press,
regulotars gnd mvesions.”

Whether the foult s the adviser"s for banging
elients imlo nsky investmonts without properly
erplesiving he risks; fhe client’s lor nes saving

loe rediverment-aorly enough; or the lounders of
syndicotion schemes for prafiling Iram desperoe
consumsers willing 1o gambile with heir sovings; i
is chonr that property syndications ame nol for e
laimd hearted,




