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This book is designed to provide accurate and authoritative infor-
mation about investing in equities both directly and indirectly,
and to a limited extent about investing in income investments.
The author and publisher have taken usual and reasonable pre-
cautions to determine that the information contained herein has
been obtained from sources believed to be reliable.

Reasonable care was taken in the presentation of data, and
how it was derived is generally described except where proprie-
tary. The author, publisher or information providers cannot guar-
antee the accuracy, completeness or timeliness of the information
or data in this book. There may be omissions or inaccuracies in
the information contained in this book.

Neither the author nor the publisher is rendering legal, account-
ing, tax or other professional services by publishing this book. As
each individual’s situation is unique, questions relevant to personal
finance and investment suitability should be addressed to an appro-
priate professional to ensure that the situation has been evaluated
carefully and appropriately.

Neither the author nor the publisher make any representa-
tions about the suitability of the information contained in this
book, and all such information is provided “as is” without war-
ranty of any kind. The author and publisher specifically disclaim
any liability, loss or risk that is incurred as a consequence, directly
or indirectly, of the use and/or application of any of the contents
of this work.

Care has been taken to trace the sources and copyrighted
material contained in this text.

The author is currently an employee of Scotia Capital Inc.
(“SCI”), but the data selection, analysis, and views expressed
herein are solely those of the author and not of SCI. This book
does not constitute investment advice from the author, his affili-
ates, or his employer.
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“A ship in port is safe—but that is not what ships are for.” - Rear Admiral Grace
Hopper

Chapter 1

Let’s Make a Deal

I’m going to start this book by making you an offer. Let’s assume
you own a house that is currently worth about $300,000 and
you’re thinking about renting it. I come along and make you this
offer: I'll rent your home for $1,000 a month, every month for
the next 20 years. The rent I pay you never goes down and never
goes up. In addition, as part of the deal, 20 years from now you
are obligated to sell your home to me for the same $300,000 it’s
worth today.

Got it? I get the use of your home for the next 20 years for a
fixed monthly fee, and 20 years from now, I get to buy your home
for the same price it’s worth today.

Deal or no deal?



4 ROBERT S. CABLE

I don’t know you, but I do know what your answer is likely
to be. You’d consider this deal for no more than a few seconds and
you’d turn it down.

Why? First, that rent of $1,000 a month might be OK today
but it’s got to go up at least a bit each year to cover costs, right? A
thousand dollars a month 10 or 15 years from now just won’t cut
it. And what’s with the deal to buy your house 20 years from now
at today’s value? The house is bound to be worth more—at least
$500,000, maybe over $1 million by then. Why in heaven’s name
would you agree to sell it for $300,000?

Well, let me tell you something amazing. Every single business
day, thousands upon thousands of people fall all over themselves to
make precisely this kind of deal. They don’t just walk, they run as fast
as they can to buy Certificates of Deposit (CDs), Guaranteed Invest-
ment Certificates (GICs) and all kinds of bonds and bond funds,
government-backed or otherwise. They give their money away for a
fixed return (equivalent to the monthly rent) and they agree that on
maturity five, 10, or 20 years from now, the most they can get back
is what they invest today. It’s exactly like the $300,000 home on
which the rent stays the same and whose value never goes up.

I can guarantee you this: you or someone you know is doing
this.

Bonds are the “employees” of the investment world. (In this
book, I use the words bond and bonds to cover all fixed-income
instruments whether they are actually bonds or other investments
such as CDs and GICs.) Employees and bonds are alike in two
ways. Where bondholders lend their money for a fixed return,
employees give their time and effort for a fixed, or relatively fixed,
regular income. Both the bondholders and the employees have a
relatively secure income, but they do not participate in the growth
of the company in any way.
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Stocks, on the other hand, are the “owners” in the investment
world. A company’s owners pay the costs of running the business,
and if they run a profitable business, they prosper. They take regu-
lar, salaried income, and they get to keep the profits and retain any
increase in value of the company. Think about it. Nearly everyone
you’ve ever known who achieved real wealth owned a business or
was a shareholder in a business. That’s the way it’s supposed to
work, and in a capitalist economy that’s exactly how it does work.
It’s worked that way for a long time, and the system isn’t likely to
change any time soon.

Because this is such an important point, I want to run this
by you one more time. You’ve probably heard the expression “be
an owner, not a loaner.” Maybe you don’t own a business and
maybe you’ve never invested in common stock, but you probably
do have experience with ownership versus loanership. As a typical
homeowner, you bought your $300,000 house some 25 years ago
for $50,000, which seemed like all the money in the world back
then. You scraped together $10,000 for your down payment and
borrowed the other $40,000 from the bank, agreeing to pay it
back over 25 years.

In this deal, you were the owner and the bank was the
loaner. Here’s how each fared. The loaner (the bank) put up
$40,000 and got back exactly $40,000 plus interest. The owner
(you) put up $10,000, paid an additional $40,000 plus inter-
est, and you now have a home valued at $300,000. The loaner
did OK. You, as the owner, because you owned an appreciating
asset, did very well.

Both stocks and bonds have a place in most portfolios. Very
few investors should put 100% of their portfolio into stocks. Since
you’ll probably be investing in some bonds, Chapter 2 looks at a
simple and effective way to do it on autopilot.





