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About 

 
Thank you for downloading this compilation of my blog posts, which were originally 
published between February 2014 and March 2017. At the time of writing, there are 
nearly 300 articles on AlexisAssadi.net. Some are better or more relevant than others. 
This document is a collection of the material that I’d like my readers to see.  
 
For the most part, the posts are unedited and appear as they do on the blog. While I’ve 
tried to organize them, I encourage you to read each article independently, as opposed 
to the way a book is consumed. 
 
Please enjoy. 
 
Alexis Assadi 
Assadi Global Ventures, Inc. 
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I Got Rich in My 20s. Here’s How You Can, Too. 
 

Originally published: January 8th 2015 
 
Trying to figure out how to get rich in your 20s might seem like a waste of time. After all, 
don’t most people who become wealthy do so when they’re middle-aged? Is it even 
possible when you were in high school just years ago? Unless you’re about to create the 
next Facebook or SnapChat, we generally assume that our life plan will look like this: 
 

1. Get work experience in your 20s and 30s. 
2. Try to save money and repay debts. 
3. Be successful in your 40s. 
4. Retire in your 60s. 

 
To most, getting rich in their 20s is beyond unrealistic. It’s outlandish. But in this 
article, I’ll explain how I did it – and how you can, too. 
 
About this article 
 
I first wrote this article in January of 2015. I was 26 years-old at the time and had just 
achieved financial freedom. The passive income I earned from my portfolio of 
investments and businesses exceeded my expenses. As such, I could quit my job and be 
free of managers and bosses. As they say, I could “live life on my own terms.” 
 
Despite reaching that milestone, I stayed employed for another year. I found my work 
stimulating and I didn’t know what I wanted to do if I was to leave. I obviously wasn’t 
going to retire at 26. But in May of 2016 I resigned, opting to become a full-time writer 
and investor. 
 
I’ve updated this post a few times since it was first published, most recently in March 
2017. Once in a while I’ll reflect on my experiences and share things that I missed when 
I initially wrote it. My opinions and perspective have evolved as I’ve matured. 
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What is wealth? 
 
When I was just starting out, I believed that being wealthy was to have a lot of money in 
a bank account. I remember my goal was once to save $1 million. If I could do that, I 
thought that I’d be rich. But at 23 years-old I learned a concept that would change my 
life forever. Being rich is not about how much cash you have. Rather, it’s how much 
passive income you earn from your assets. 
 
For example, if you looked in my bank account today, you wouldn’t see a lot of cash 
laying around. I have enough to pay my bills and to buy food for my dog, Luna. But not a 
lot more. However, I own assets – like companies and investments – that create revenue 
for me every month. I can drain my bank account knowing that in a couple of weeks my 
portfolio will replenish it. I’ll spend what I need and reinvest what I don’t. When I make 
new investments, I acquire more income producing assets. 
 
Therefore, the name of the game is asset accumulation, specifically those that create 
passive income. It’s got nothing to do with university degrees and salary raises. We want 
to acquire, both by building and buying them, things that make us money. Knowing that 
is at least half the battle (no exaggeration). 
 
Some examples of assets include: 
 

• Businesses  
• Employees 
• Stocks and ETFs 
• REITs and MICs 
• Real Estate 
• P2P loans 
• Syndicated mortgages 
• E-commerce websites 

 
Your assets must pay for your lifestyle 
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If your assets can pay for the lifestyle you want, then you are wealthy. For instance, if 
you need $10,000 per month to be happy – and your portfolio creates that for you 
passively – then you are rich. We don’t care about net worth. We focus on cash flow. 
A good test for whether you’re financially free is to ask yourself this: “Can I stop 
working and still live the life I want, without losing wealth?” The only way to do that is 
to have your assets produce enough revenue to accommodate your lifestyle. If you saved 
$1 million, you’d probably run out of money in a couple of decades. 
 
In case you’re wondering, I don’t live a minimalist lifestyle or pinch pennies. It would be 
a lot easier to say that you got rich in your 20s if your monthly expenses were only a 
couple of hundred dollars. After all, it’s not hard to create that much in passive income. 
But without delving into my private life too much, I will say that that isn’t the case. I 
obviously don’t spend recklessly. However, I live in a good part of a pricey town, I can 
travel frequently and dine where I want to. I have guilty pleasures and most of them cost 
money. 
 
It’s funny, actually, because I care much less about money today than I used to. A couple 
of years ago I bought a $21,000 watch from Omega because I wanted to show off. Now I 
wear $50 shoes and plain t-shirts from Nike. I’m more interested in investing than I am 
in spending. 
 
But I digress. My point is that while controlling expenses can help, you’ll see from this 
article that the focus should be on increasing your revenue. You can’t reduce your way to 
wealth. If you want to get rich in your 20s, or at any age, you’ve got to have a high 
passive income. 
 
How I got rich in my 20s: getting started 
 
Like most young people, I got a job in my early 20s and earned an average income from 
it. I made roughly what any 23 year-old could expect to make with an undergraduate 
degree in political science. This was around 2011. The economy was slowly recovering 
from the worst recession in 70 years. There were jobs, but they weren’t easy to find and 
usually didn’t pay that well. I worked in sales. 
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My goal from then on was to become financially free. One reason was that I thought it 
would make me feel happy and accomplished. However, I also never wanted to depend 
on a boss for pay. The fear of losing my job motivated me to become self-sufficient. The 
way to do that was to get rich as soon as I could. 
 
By this time, I already knew that wealth was built by acquiring assets. I learned that 
from the book, Rich Dad Poor Dad. If you haven’t read it yet, you should. I don’t agree 
with everything in it, but some of the concepts are groundbreaking. 
 
Thus, I squirreled away a couple of hundred dollars with each paycheck I received. But 
rather than saving money and accumulating cash, I invested almost everything I earned. 
Specifically, I bought assets that paid a monthly income. That’s in contrast with ones 
that realize profits through a price increase (buy low/sell high). 
 
Like any other beginner, my first investments were not great. I was neither experienced 
nor informed enough to know where to look or what to buy. I just knew that I 
needed passive income investments. I went to my bank’s website, viewed their mutual 
funds and selected ones that focused on cash flow. 
 
My first few purchases were: 
 

• RBC Bluebay Global Monthly Income Bond Fund 
• RBC Canadian Short Term Income Fund 
• RBC Bond Fund 

 
These investments produced an annualized cash flow of around 3%. For instance, if you 
invested $1,000 in one, you’d earn an income of about $2.50 per month. They also had 
the potential to increase in value. The funds were designed for investors with shorter 
time horizons, like retirees, or people with a low tolerance for risk. As you might 
imagine, I didn’t make a lot of money with them. 
 
Regardless, each month I would put a portion of my paycheck into one of those funds. 
The next month the investment would dump a few dollars back into my bank account. 
But rather than spend it, I would reinvest that extra income along with whatever I could 
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scrape from my paycheck. It was a simple process that I repeated for several months. 
Here’s an example of what it might have looked like: 
 
January: invest $500 
February: invest $500 + the $2 I earned from last month’s investment 
March: invest $500 + $2.10 that I earned from last month’s investment 
April: invest $500 + the $2.20 that I earned from last month’s investment 
 
The spitfire approach 
 
The practice of buying revenue producing assets and reinvesting in them was the 
foundation for how I got rich in my 20s. It wasn’t lucrative yet, but it was an important 
stage in my journey. I also read voraciously and subscribed to various business and 
finance publications. I followed the markets closely, always searching for buying 
opportunities. 
 
Note: it’s easier to be engaged in this kind of literature once you’ve made an 
investment. Without skin in the game, the material can be quite dry. 
 
As I gained experience, I eventually graduated from mutual funds to stocks. I discovered 
property-based securities like Real Estate Investment Trusts (REITs) and Mortgage 
Investment Corporations (MICs), which were both available on the stock market. These 
assets paid substantially more than 3% per year. I found ones that yielded 8,9 and 10% 
and placed my capital in those. I ditched mutual funds and bought shares in REITs and 
MICs whenever my job or portfolio paid me. 
 
As math would have it, buying higher-yielding assets caused my investment income to 
escalate from a few dollars a month to a few-dozen dollars. I was no longer crawling at a 
snail’s pace. The more I could invest, the more money I made. And the more money I 
made, the more I could invest. My portfolio was slowly beginning to snowball, earning a 
little bit more each month. 
 
Compounding growth 
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Knowing that I lacked the capital to generate large cash returns, my investment strategy 
was to capitalize on compounding growth. Rather than waiting for my assets to rise over 
the long term and potentially reinvesting only once or twice a year, I chose to take small, 
quick income injections and reinvest them monthly. Thus, I could compound my growth 
multiple times annually. 
 
Rudimentary math will explain why I chose this strategy: the power of compounding 
growth is astonishing. Albert Einstein once called in the eighth wonder of the world. For 
example, imagine that you invested $10 million for a period of ten years, and received a 
return of 10% per year. If you were to reinvest your returns only once a year, your capital 
would be worth $25,937,424.60 after a decade. However, compounding it monthly 
would equate to $27,070,414.91 – nearly a $2 million difference. To me, it was a no-
brainer: invest and reinvest as frequently as possible. 
 
Soon my portfolio began pumping out a couple of hundred dollars monthly. Since 
different assets paid on different days, I received income distributions several times a 
month instead of just once or twice. I could then go from investing every 30 days to bi-
weekly. As a result, the power of compounding interest increased, allowing me to invest 
even more frequently. Eventually I could make small investments on a weekly basis. 
This was an early step towards getting rich in my 20s. I’ll switch gears briefly to discuss 
my job and revisit investing shortly. 
 
Being in the right environment 
 
My work in sales was both my first and last “real” job. But it was crucial to becoming 
rich in my 20s. The company was a small to mid-sized firm and had a dozen offices 
across the country. Though less than a year later, it imploded after a flood of legal and 
administrative challenges. Most of its staff were laid off as a result, but I convinced the 
owner to keep me on. The business then experienced years of convulsions of shrinking 
and growing, constantly trying to stay afloat and redefine itself. 
 
This tumultuous environment was a blessing to me. I quickly learned that opportunities 
in business come to those willing to step up, take risks and take responsibility. Most of 
my colleagues stagnated and were paralyzed by fear. The rest were happy to follow 
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behind any sort of leader. All they wanted was stability and a regular paycheck. I had the 
luxury of being young and having nothing to lose. 
 
Over the next five years I climbed the ranks from sales, to lower management, to senior 
management and eventually to CEO. I gained the benefit of rebuilding a company 
without taking all of the risks that a business owner would. Further, my boss encouraged 
entrepreneurship and wanted me to have my own companies and investments. Unlike 
so many other young adults, I wasn’t relegated to crunching numbers in a cubicle. I was 
learning, negotiating, creating, selling, travelling and networking. And, of course, I was 
investing as much of what I earned as possible. 
 
Note: even as CEO, my salary was nothing outstanding. The firm couldn’t afford to 
pay much. 
 
Indeed, the job took its toll on my health. I worked long hours and didn’t consistently 
exercise or eat well. I had few friends. I also faced residual consequences of the firm’s 
past legal challenges. I was always stressed and deeply anxious. I had difficulty enjoying 
time with my loved ones because I was preoccupied by work. 
 
Advantages 
 
The drawbacks notwithstanding, my job yielded important advantages. I was able to 
work directly with my boss’ business partners, including people like Robert Kiyosaki 
(author of Rich Dad Poor Dad), Ken McElroy (owner of over 10,000 apartment units) 
and various wealthy oilmen, restauranteurs, venture capital, technologists and 
healthcare entrepreneurs. 
 
While most take financial advice from bankers, I gained my education from self-made 
millionaires. There is nobody more qualified to teach you to get rich than other rich 
people. I saw how they thought, how hard they worked, what they focused their 
attention on, who they spent time with and what they invested in. When I became a 
senior manager, I took part in joint ventures with them. I even helped build a business 
that spanned across the USA, Canada, Mexico, Poland, Sweden, Holland and Germany. I 
spoke on stage at the 2014 National Achiever’s Congress in Amsterdam to a crowd of 
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5,000. I met with high-powered lawyers and intelligent accountants that I couldn’t have 
known on my own. The experiences I had were invaluable. 
 
If I had to choose the most important lesson I learned from them, it would be that the 
way to build wealth is to own businesses and make income investments. I’ve never heard 
a financial planner say that. I wonder if I’d know that today if I didn’t have that job. 
As a side note, I later realized that being rich does not equate to intelligence or 
morality. Some of the people I worked with were narcissistic, debauched and tragic 
human beings. Others I admired for reasons beyond their monetary accomplishments. 
 
Making sophisticated investments 
 
From those mentors, I also came to understand that investing is a profession. If you 
want to get good at it, you can’t just casually follow the markets, read the news 
occasionally and delegate your capital to a financial advisor. Instead, it requires a 
lifelong commitment to study, research and practice. 
 
I learned that investing is no different than a doctor who does a 4-year undergraduate 
degree, a 4-year medical degree and a 6-year residency before she can even obtain a 
license. Like some of my friends who pursued law and accounting, and my then-
girlfriend (now wife) pursuing medicine, I began to view myself as a professional. Sure, I 
had a job. But what was my profession? It was investing. 
 
That small altering of mindset caused me to change the way I researched my 
investments. I went beyond considering price/earnings ratios and viewing a REIT’s 
dividend history on Google Finance. I delved into how assets were structured 
(corporations, trusts, partnerships, etc.) and why that was the case (domestic and 
international taxation, liability reduction, etc.). I studied corporate, real estate and 
securities law and hired attorneys to help me. I taught myself to read 150-page 
contracts, prospectuses and offering memoranda. I learned to construct investments 
from the ground-up. Just like an accountant could recite tax code, I could decipher and 
calculate the legal and financial intricacies of any entity I invested in. 
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The result was that my investments were more effective. I started to earn returns well 
into the double-digits. I understood that risk and ROI don’t have to be correlated. 
Rather, you can hedge your bets with tools and by simply knowing more about a deal. 
Sure, if I blindly selected ten penny stocks, I would probably lose all of my money 
because they are risky and I don’t know much about them. But there are many 
professional penny stock traders who make a great living. The difference between me 
and them is not luck; it’s that they know what they’re doing. The reason most “mom and 
pop” investors never get ahead is because they don’t, either. 
 
High-impact investments 
 
Becoming a sophisticated investor dovetailed with another advantage I gained from 
work: getting introduced to private equity, venture capital and private debt 
opportunities. Through my boss’ connections, I gained access to various investments in 
privately-held real estate, advertising, food services and even technology deals. 
I was drawn to those assets because of their flexibility. Thanks to my mentors, I learned 
that I could reduce my risk by negotiating the terms of my investment – something that 
cannot be done with stocks, ETFs or mutual funds. I could deal directly with the CEO 
instead of a low-level banker. 
 
For instance, I would often request monthly income payments, even if other investors 
weren’t privy to them. I used instruments like Personal Guarantees, General Security 
Agreements and liens to protect my capital. I even structured the deals so that my 
lawyers would help with the due diligence, while the entrepreneur would pay for my 
legal bills (another trick of the trade).  Just like trading penny stocks, these investments 
are not risky if you pick the right ones and know how to structure them correctly. The 
only downside for me was that they were illiquid. 
 
The returns I earned from these deals were astronomical when compared to REITs, 
MICs and other income stocks. It was a game-changer for me and caused my passive 
income to escalate quickly. Just like I once did with mutual funds, I abandoned income 
stocks for private equity investments. 
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In my debut book, Rich At 26, I was adamant that private equity is the superior asset 
class. At the time, I believed anything else was sub-par. But looking back, I now realize 
that the reason they were so powerful was because I spent so much time learning how to 
make them. I could probably have done just as well with REITs, MICs or any other 
vehicle if I made as much of an effort. As such, there might be a different asset that 
works better for you. The point is to become a professional at whatever one you choose. 
Get really, really good at it and your portfolio will grow. 
 
Increasing My Buying Power 
 
While my passive income was expanding rapidly, there was a seemingly endless supply 
of investment opportunities that I couldn’t afford to participate in. I simply didn’t have 
enough cash. To solve that problem, I borrowed money to finance them. Though it 
magnified risk significantly, I was confident enough to give it a shot. Interest rates were 
at all-time lows and capital was plentiful, so I knew it could be an effective tool. Many of 
my mentors used banks loans to finance their deals, too. 
 
I started with small amounts, but gradually increased it as I grew comfortable with 
managing investment debt. Over the years, I borrowed hundreds of thousands of 
dollars. Each time I took a loan, I invested the capital and made a profit by keeping the 
difference between the rate of return and what I owed the lender. For example, say I 
borrowed $100,000 at an interest rate of 4%. I would then invest it and earn 18%. Once 
I got the money back, I would repay the lender the $100,000, plus the $4,000 in 
interest – and keep the $14,000 profit. I always reinvested the profit into new deals. 
 
Looking back, the amount I borrowed was probably overboard and irresponsible. It 
could have backfired and wiped me out. However, it ended up becoming invaluable to 
getting rich in my 20s. I had the capital to enter great deals and bolstered my passive 
income significantly. But be cautious if you go down this path, too. 
 
Read more: How to Acquire Assets When You Have No Money 
 
Owning small businesses 
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While making investments and gaining crucial work experience, I also had two small 
side-businesses over the course of five years. One was online and later transformed into 
this website. 
 
The benefits of having a company were plentiful. First, I learned about business from 
the perspective of an owner, rather than an employee. There’s a real difference when you 
make decisions that can impact your own money. You, alone, are responsible for its fate. 
That knowledge became particularly useful when I left my job in 2016. 
 
Second, I gained various tax advantages, which offset my income and let me keep more 
of what I learned. My tax bracket probably fell by 20% as a result. 
 
Third, my companies supplemented my employment and investment revenue, allowing 
me to buy more assets. This, in conjunction with acquiring high-impact income 
investments, reinvesting frequently and using leverage, is ultimately what caused me to 
reach financial freedom in my 20s. 
 
How you can get rich in your 20s 
 
I’ve shared my story with you, but now what? How do you get rich in your 20s? In my 
view, you can do so by following either of two avenues. 
 
First, start a business that you can scale and eventually exit from. You might choose an 
e-commerce website, network marketing, drop-shipping or something more traditional. 
Whatever it is, be sure that you can make money and walk away from it. You don’t want 
to be trapped in a company that will require constant management forever. You should 
also be networking and rubbing shoulders with people who are experienced and more 
successful than you. 
 
Reinvest your business’ profits into income producing assets that pay monthly. You 
should spend as much time on becoming a sophisticated investor as you do on your 
company. Your goal is to maximize your returns while reducing risk to the greatest 
extent possible. If you are successful, your passive income will exceed your expenses and 
you’ll become financially free. 
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Second, work in an environment that’s conducive to your goals. Don’t just get a job for 
the sake of earning a salary or bolstering your resume. For instance, if you’re interested 
in property investing, then find a real estate development firm to work for. Get a mentor 
who is wealthy. Glean the tricks of the trade and meet people from whom you can learn. 
I wouldn’t necessarily suggest searching for companies on the brink of collapse, but go 
somewhere small enough to build relationships with the bosses. 
 
While working, focus on making investments into assets that produce monthly revenue. 
Have a small business on the side, too. Again, investing should be your profession. 
You can go down either route or do what I did and choose both. Nothing stops you from 
being a combination of an employee in the right environment, a business owner and a 
sophisticated investor. 
 
Conclusion 
 
Building wealth is not an exact science. There are variables, including luck, 
circumstance and availability of opportunity. There is also risk. But if you follow these 
steps, I believe you will have the greatest chance at getting rich in your 20s, or at any 
age. 
 

• Buy income producing assets (invest) 
• Reinvest as frequently as possible 
• Create assets (start a business) 
• Network and learn from successful others 
• Get a mentor 
• Walk through every door that opens 
• Become a professional investor and entrepreneur 
• Be persistent and ignore naysayers 
• Ignore distractions 
• Do not jump from one business to the next 

 
As mentioned earlier, in 2015 I wrote a book, called Rich At 26. It was released shortly 
after I became financially free, so many of my views have since changed. However, it was 
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a raw perspective on what I did to build wealth. It sells in paperback, but you 
can download the digital version for free. This was a long article to read – you deserve it! 
 
Lastly, I’m often emailed with follow-up questions after people first read this article. I’ll 
address some common ones here. 
 
#1: What REITs and MICs do you buy? 
 
Obviously, it depends on the market and what I’m looking for. In general, however, I’ve 
considered the following ones: 
 

• Dream REIT 
• Morguard North American Residential REIT 
• Gladstone Commerical Corporation 
• Simon Property Group 
• Trez Capital Corporation 
• Timbercreek MIC 

 
#2: Do you like P2P lending as an investment?  
 
It’s a developing business, but in short, yes. I like Lending Club and Prosper for 
Americans and Lending Loop for Canadians. I have an in-depth article about it here. 
 
#3: Can I participate in real estate in other ways besides REITs and MICs? 
 
Aside from directly purchasing a property, you can joint venture and partner with other 
investors. I’m also supportive of real estate crowdfunding websites, 
like RealtyShares, which give investors access to property deals from the comfort of 
their laptops. Personally, I think platforms like these are the future of real estate 
investing. 
 
#4: Can you be my mentor? 
 
I started an online mentorship program in June 2016. Due to scheduling issues, I can 
only accept limited students. You can apply to join here. 
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How to Begin Your Journey to Financial Independence 
 
 Originally published: February 3rd 2017 

 
You’ve read a few inspiring articles about achieving financial freedom. You want to get 
there yourself. You’re motivated. 
 
…but now what? 
 
That’s the position many people find themselves in. They love the concept of building a 
passive income that’s larger than their expenses, but they don’t know how to get going. 
It’s actually a pretty lonely feeling. I remember it well, because I was there myself only a 
few years ago. 
 
In this article, I’m going to show you how to kickstart your journey to financial 
independence. I’ve written it from the perspective of what I would have wanted to know 
when I was 23 years old and just starting out. My goal is for you to finish reading and 
say, “Okay, now I know what to do to begin.” 
 
If there are 20 steps to reaching financial freedom, this post will take you from step #1 
to step #2. You’ve already taken your first step by discovering this concept, because 
most people never will. Now we need to take another pace forward. 
 
#1: How do you eat an elephant? 
 
“How do you eat an elephant? One bite at a time.” That’s a saying one of my old 
managers used to explain that I should approach big problems gradually. It never made 
sense to me until after I reached financial freedom. 
 
You probably have a thousand thoughts scuttling around your brain right now. You’re 
excited, unsure, nervous, skeptical, doubtful and interested to see where this could all 
take you. I want you to block all that out and reduce your goals way down. There are 
many components involved in building wealth: investing, entrepreneurship, mindset, 
networking, negotiating, etc. As tempting as it is, you can’t tackle them all at once. 
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Instead, for now I want you to commit to a single goal: to earn your first dollar 
of passive investment income. I’m not trying to deflate you; I just know that it’s easier to 
break it down into bite-sized chunks. For now, let’s just focus on purchasing your 
first income producing asset. You’ll soon realize that achieving financial independence is 
just a long series of baby steps. 
 
#2: Prepare to get good 
 
If you had to argue a murder case in court against another lawyer, who would likely win? 
The lawyer, obviously. Who would you trust to perform an open-heart surgery; you or a 
doctor? The doctor. 
 
Lawyers and doctors have something important in common: they are both trained 
professionals. They each spend years, sometimes over a decade, studying before they 
practice. Investing is no different. Before you can earn outstanding returns, you’ll need 
to spend time in the trenches. To become a true professional, you must be ready to 
commit to a lifelong pursuit of your craft. Be prepared to: 
 

• make mistakes 
• lose money 
• read voraciously 
• stay abreast of current events 

 
I bring this up because people often think investing is simply a game of buying low and 
selling high. All you have to do is purchase what’s recommended in the Wall Street 
Journal, right? You need to be ready to treat this like a full-time job. The more seriously 
you take financial freedom, the faster you’ll achieve it. 
 
Take a moment to think about whether this is right for you. Are you ready to become a 
pro? Are you willing to work hard at this? Can you spend at least a couple of hours daily 
to perfect your craft? 
 
#3: Build a global knowledge base 
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An investor is someone who can make lucrative financial decisions by reasonably 
predicting the future. We’re like fortune tellers, without the robes and crystal ball. To 
excel at our jobs, we need to know what’s going on in the world. It’s not just about 
calculations and percentages. We need to understand: 
 

• political climates in the largest economies 
• technological advancements 
• employment statistics 
• environmental threats 
• gross domestic product 
• commodity prices 
• where instability is 
• where opportunities are 
• changes to the law 

 
Like them or not, some of the most well-read people I’ve met are Wall Street traders. 
Their work hinges on their ability to interpret current events and translate them into 
money. They consume dozens of news articles before most of us brush our teeth in the 
morning. 
 
It doesn’t matter where or how you plan to earn your fortunes. As an investor, you must 
have a firm grasp of international affairs. I can’t stress this enough! 
 
For instance, I’ve avoided real estate deals in oil-dependent towns in Canada because I 
was confident that the commodity’s price would fall. It had nothing to do with my 
abilities as a property investor. Instead, I knew that advancements in fracking in Texas 
and North Dakota would change the supply/demand balance, thus causing oil to 
decline. 
 
Most of us get our news from our smartphones. I recommend that you download the 
following apps and use them daily: 
 

• New York Times 
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• BBC 
• Bloomberg News 
• Lawyer 2 Lawyer (podcast) 
• Fareed Zakaria GPS (podcast) 

 
#4: Start with stocks 
 
I am not a big stock investor. I have some holdings, though nothing major. But starting 
your journey in the stock market is a great way to build experience. It’s a complex and 
volatile world from which you can learn important concepts, including: 
 

• dividend yield 
• capital gains 
• tax shelters 
• investor sentiment 
• central banking 
• interest rates 
• inflation 

 
At age 19 I got a phone call from a banker who convinced me to invest my life savings 
($1,000) into a mutual fund. Finance was a foreign language to me back then. But 
making that first purchase motivated me to learn about money. I wanted to protect my 
capital. 
 
After being thrown into my first investment, I started with a simple Google search. I 
typed in the name of the fund I bought, and poured through articles about it. Each 
article linked to a new one. I consumed news stories, opinion pieces and analyses pages. 
From there, my passion was ignited. 
 
In hindsight, my approach was backwards. I first made an investment after blindly 
trusting someone on the phone, and then I researched it. Instead, I encourage you to 
begin exploring the stock market for a small, suitable purchase. Find something that 
pays monthly income and analyze it in the framework of the terms listed above. 
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For example, you might ask: “What is the dividend yield on this stock?” or “Is there 
potential for a capital gain?” If you don’t yet understand those terms, then punch them 
into Google and watch your financial intelligence expand. 
 
In addition to those terms, you should consider the following: 
 

• what is the stock price in relation to its historical norm? 
• what causes you to think it could reasonably rise? 
• is the monthly payment sustainable? 
• why is the industry attractive to you? 
• if it’s a foreign stock, how will the currency exchange impact you? 

 
You’ll find google.com/finance helpful. 
 
It’s far easier to learn when you’ve got skin in the game, as opposed to learning about 
money without ever having invested. You’ll have a good reason to take it seriously, or 
else you could suffer losses. Rather than focusing on earning huge returns, you should 
view this first investment like you’re buying a course. How much would you pay to be 
educated about money? In my case, that $1,000 was the best purchase I ever made. 
 
Further, as you travel down the winding path of investing, you’ll notice that stocks 
comprise just one type of asset. You’ll gradually be exposed to new wealth-building 
vehicles, including: 
 

• real estate 
• private/hard money lending 
• tax liens 
• options 
• pink sheets 
• bonds and debentures 
• small businesses 
• forex 
• cryptocurrencies 
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Setting up an account 
 
To buy a stock, you’ll need to open a brokerage account. There are many to choose from, 
but I use the one provided by my bank. Full-service brokerages offer research, analytics 
and market insight. Discount brokerages are usually basic trading platforms. I’d suggest 
using a full-service account, but you shouldn’t pay more than $10 per trade. You can 
open these accounts online or on the phone with a representative. You’ll likely have to 
sign and mail a set of documents, too. This process usually takes about two weeks. 
 
#5: Set up pre-authorized withdrawals 
 
I’ve made an investment every month since I was 19. When cash was tight, I set aside as 
little as $25. But no matter what, I always made purchasing assets a priority. One way to 
stay disciplined is to set up pre-authorized withdrawals to a brokerage or savings 
account. This can usually be done online. I’d contribute as much as possible, right until 
the point of financial discomfort. Get into the habit of investing regularly. 
 
#6: Join a community 
 
One of the advantages I had as a young adult was having a job that promoted 
entrepreneurship and investment. I was able to meet business owners, capital partners, 
real estate developers and stock traders from around the world. I rubbed shoulders with 
wealthy people and I learned from them. The financial impact it had on me cannot be 
overstated. That was the first and last time I’d ever have a boss. 
 
You should take steps towards building a network of like-minded people. Find others 
who have the same goals as you and from whom you can glean knowledge. I’ve written 
about that extensively here. 
 
I also have a mentorship program, if you’re looking for something online. 
 
#7: Be committed, but not consumed 
 
Earlier in this post I discussed how important it is to work hard at building a passive 
income. But looking back, I realize that I overdid it. The problem I had when focusing 
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on wealth was that my life became all about me. Oftentimes, I wasn’t mentally present 
when around my friends and family. All I could think about was getting rich. I missed 
out on a lot of good memories. I also got cocky shortly after reaching financial 
independence. I felt like I was better than others. It wasn’t a good place to be. 
 
Take it from someone who’s been there before. Money is important, no doubt. But you 
should aim to keep space available in your head for other things in life. I don’t doubt 
that you can create the wealth you desire. But don’t lose sight of living. It isn’t worth it. 
You’ll be better off knowing this going into your journey. 
 
Conclusion 
 
Achieving financial freedom is not an exact science. Anyone who says they can put you 
on a step-by-step plan is being dishonest. But there are actionable methods you can put 
into place now that will get you on the right path. 
 
The suggestions in this article should give you a starting point. You can save or print off 
this page and start executing. 
 
Best of luck to you. Please leave a comment below if you’ve got questions. 
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Passive Income Investments: Make Them, Live Better 
and Retire Sooner 

 
Originally published: January 14th 2017 

 
If financial freedom is your goal, then passive income investments should form the basis 
of your portfolio. They are one of the few assets that generate cash without having to be 
sold. Many who use a “buy low, sell high” strategy will look wealthy on paper, but still 
feel poor. Despite their stock accounts growing, they never seem to have enough money 
in the bank. That’s because they can’t actually touch their investments unless they sell. 
Their holdings have little use until retirement. Until then, they’ve got to rely on their 
job, spouse or small business to pay the bills. 
 
Investing for passive income can apply instant utility to your assets. They spout off 
revenue that you can use to supplement or even replace your employment earnings. 
They’re ideal for people who want to increase their cash flow. Passive income 
investments are also crucial to achieving financial freedom. They can be made by any 
person at any age; there’s no time too early to start. 
 
What are passive income investments? 
 
Passive income investments distribute consistent revenue, preferably monthly. They can 
include: 
 

• Real estate investment trusts (REITs) 
• Mortgage investment corporations (MICs) 
• Mortgage real estate investment trusts (mREITs) 
• Peer-to-peer lending 
• Income funds and royalty trusts 
• Income ETFs 
• Rental properties 

 
Here’s a list of income producing assets. 
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The relationship between passive income investments and 
financial freedom 
 
Passive income and financial freedom are inherently intertwined. One results from the 
other. The latter occurs when the passive income from your portfolio exceeds your 
expenses. When your investments pay for the lifestyle you want, you’re financially free. 
For example, if your assets pay $6,000 a month but you only need $5,000 monthly. 
The concept is subject to each individual’s wants and needs. There isn’t a dollar amount 
that makes you financially independent. For instance, a family of five might require 
more income than a bachelor does. However, that same bachelor could also live lavishly. 
He may not be content with earning just enough to cover food and rent. What one 
person considers financial freedom will differ from the next. 
 
People strive to reach this goal for various reasons. Some just hope to quit their jobs. 
Others don’t want to be dependent on a boss or worry about getting fired. In my case, I 
became financially free at age 26, three years after discovering passive income 
investments. However, I stayed employed for another couple of years because I found 
my work stimulating. Almost everyone’s objectives revolve around flexibility, choice and 
happiness. Nobody wants their hand forced by money. 
 
Passive income investments can create a legacy 
 
Unlike many other assets, passive income investments are built to last. Consider the 
common retirement strategy, for instance. Most people plan to have a certain amount 
saved and invested, which they can then draw on in their golden years. They might aim 
to have $1 million in assets by age 65. They can then withdraw $50,000 a year for 20 
years before relying on government assistance. If they’re lucky, they won’t die before 
their money runs out. They might even be able to pass some of it on to their kids. 
 
Making passive income investments can allow you to avoid that fate. You don’t have to 
deplete your capital. For example, if you had $700,000 in assets that paid an annual 
cash flow of 7.5%, you’d earn over $52,000 a year. You could use that money to live 
without drawing on your principal. 
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The utility of passive income investments 
 
There are numerous advantages to making passive income investments aside from 
retirement planning and financial freedom. First, having a monthly revenue can allow 
you to invest more often, thus compounding your portfolio’s growth. Reinvesting your 
dividends multiple times gives you a mathematical advantage over someone who can 
only do so a couple of times a year. As you acquire more assets, you’ll also be paid on 
different days of the month. You can therefore invest even more frequently and 
capitalize on what Albert Einstein once called the eighth wonder of the world: 
compounding interest. 
 
That was the greatest benefit I received from focusing on those assets. The velocity at 
which I invested turbo-charged my portfolio, causing it to grow faster than ever. I don’t 
think I could have had the option to retire at 26 if I didn’t follow that strategy. 
 
Second, your passive income can supplement your earnings if you incur unexpected 
costs or emergencies. It can also help if you lose your job or switch careers. And if you go 
beyond your budget in a certain month, you’ll be grateful for another revenue stream to 
cover the bills. 
 
Third, I’ve found that passive income investments are easier to manage. Before 
switching to this strategy, I stressed when the price of my stocks decreased. I checked 
the markets several times daily hoping for a rebound. But since income investors focus 
on revenue, there’s less reason to fixate on capital gains or losses. We’re still making 
money as long as the asset distributes cash. That’s not to imply that due diligence isn’t 
vital, because it is. However, passive income investors have the luxury of not hinging on 
price rises in order to profit. 
 
It’s important to note that passive income investments don’t automatically preclude a 
capital gain. You don’t have to make a choice between making money when shares 
increase and earning revenue. Many REITs and MICs, for instance, trade on the stock 
market and can be bought low and sold high (and even shorted). The difference is that 
they pay investors to wait. 
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Conclusion 
 
Passive income investments can be great assets, but they’re not the only ones out there. 
In my view, to concentrate solely on them would be a mistake. However, I didn’t branch 
out until after reaching financial freedom. My goal was to build enough revenue so I 
could later take risks. After which, I dabbled in more volatile holdings, like gold ETFs. 
 
As I discuss in this free ebook, cash flow investing was only part of the equation for 
becoming financially independent. It required a substantial commitment of 
time, networking and a dedication to perfecting my craft. I also found a niche in 
financing small businesses and real estate, and began structuring my own deals. 
 
Though everyone has their own strategy, I believe investing for passive income is 
superior. Its potential for durability, utility and high returns make it a method you 
should consider. 
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17 Examples of Income Producing Assets You Can Invest 
In 

 
Originally published: February 11th 2015 

 
Income producing assets are businesses and investments that generate a consistent 
revenue. They often pay monthly, but can also do so on a quarterly or even semi-annual 
basis. Instead of trying to buy low and sell high, people can enjoy the cash flow that their 
investments distribute. They don’t need to guess or “play the markets” to create profits. 
However, many income opportunities can rise in value, too, and offer the best of both 
worlds. 
 
Acquiring income producing assets is a commonly-followed investment strategy. It’s the 
method I used when I was a beginner and still is the cornerstone of my portfolio. 
Focusing on monthly revenue led me to reach financial freedom in three years, by age 
26. I wrote a book about that, which you can download here at no cost. 
 
Building passive income through business ownership and investment is an attractive 
concept to many. People often aim to generate enough revenue from income producing 
assets to replace their expenses. If they can get to that point, it then becomes easier 
to quit their jobs, explore new passions or simply live a more flexible, comfortable and 
enjoyable life. Owning a portfolio that creates monthly income can break the financial 
chains that weigh most of us down. 
 
17 examples of income producing assets 
 
I originally wrote this article in February 2015. It’s since been edited (February 2017) to 
reflect updates and advancements in the world of investing. Below are 17 examples of 
income producing assets that you can purchase. Although this list is not exhaustive, it 
covers many of the options available to investors today. If you’ve got others in mind, 
please leave a comment at the bottom of this page. 
 
#1: Rent single-family homes and condominiums 
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Single-family homes and condos that are transformed into rental units can make for 
great income producing assets. If you purchase a property using only a small portion of 
your own capital (the rest is a mortgage borrowed from the bank) and rent it to a good 
tenant, the rental income you receive can create substantial cash flow. 
 
Assuming that what you charge in rent surpasses the costs of your mortgage, property 
taxes and other expenses, this strategy can be a relatively quick path towards financial 
freedom. In addition to serving as an income producing asset, the house/condo can 
become even more valuable as your tenant pays off the bank loan for you. Assuming real 
estate prices don’t sag, your equity will increase each month. That can create favorable 
conditions to sell or refinance the asset in the future. 
 
While this is a road travelled by many, you should be aware of some of the risks 
involved. For instance, if you lose your tenant and can’t replace her, then you’ll be stuck 
with footing the mortgage costs. That can quickly take it from an income producing 
asset to an income-reducing liability. 
 
#2: Rent your basement, spare room or attic to tenants 
 
If you own a property in which you live, you could consider renting out your basement, 
spare room or attic. I even know a guy who paid $500 a month to sleep in someone’s 
closet in San Francisco. His “room” was literally under someone’s hanger and shirts! 
For some, this revenue strategy is there only to create a bit of extra cash. Others take it 
more seriously and closely monitor market rental prices. Further still, it can be turned 
into a bed and breakfast business. 
 
Converting part of your home into an income producing asset is common. However, it 
can quickly turn messy if your tenant is unruly. As well, you should explore the local 
laws and regulations before going down this route. 
 
#3. Multi-family residential real estate 
 
Make an investment into a duplex, four-plex or even an entire apartment building. Why 
have one tenant when you can spread your risk among two, four or even 400? In the 
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USA, especially, these have proven to be lucrative investments because fewer Americans 
can afford housing in a post-2008 economy. The demand for apartments skyrocketed 
after the Great Recession. 
 
Although the upside can be high, the downside is that the barrier to entry also is. These 
income producing assets typically require a substantial amount of capital to get involved 
with. 
 
In spite of their cost, it can actually be easier to qualify for a mortgage to purchase 
multi-family residential real estate. Unlike single-family properties, where the loan is to 
the buyer and the property is collateral, apartments are often the reverse. Banks will 
assess the merit of the asset on its net operating income and essentially treat it like it’s a 
business. A profitable apartment building can secure favorable loan terms that 
are guaranteed by the purchaser. The challenge, of course, is coming up with a down 
payment for one. 
 
Read Ken McElroy’s book, The ABCs of Real Estate Investing, before entering this space. 
 
#4: Commercial real estate 
 
Just like people, businesses need a place to live. Commercial real estate can make for 
effective income producing assets because you can often charge high sums of rent. 
However, the risk is generally greater, especially when the economy is slow. If your 
tenant’s growth declines or becomes insolvent, it may not be able to afford what you’re 
charging. A good example is the Canadian city of Calgary, whose commercial vacancy 
rate reached 22% in 2016 after corporations were afflicted by low oil prices. 
 
Many investors are beginning to reconsider commercial real estate as a viable option. As 
firms increasingly depend on technology rather than on employees, there is question 
over how necessary large office space will be in the future. Thus, the demand for these 
types of properties may fall in certain markets. On the other hand, if they are oversold it 
could present attractive buying opportunities. 
 
#5: Limited Partnerships (LPs) 
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Limited partnerships are business structures used to acquire assets by multiple 
investors. They are frequently sold as securities by private equity companies and exempt 
market dealers. For example, if 20 investors wanted to pool their money to buy an 
apartment building, they might form an LP to do so. The real estate would be owned by 
the LP, but each investor would own a certain amount of units (shares) in the entity and 
therefore participate in the profits and losses. 
 
Limited partnerships can be lucrative income producing assets, but they can also be 
disastrous investments. They are heavily dependent on their underlying asset as well as 
how they are managed. If you’re buying an LP through an investment dealer, read 
the offering memorandum or prospectus carefully. 
 
#6: Master Limited Partnerships (MLPs)  
 
Master Limited Partnerships are LPs that have been securitized and listed on a stock 
exchange. They are commonly invested in by income-seeking buyers, and have 
especially risen in popularity in the United States. They are often taxed favorably, too. 
 
#7: Real Estate Investment Trusts (REITs) 
 
Real Estate Investment Trusts are large companies that invest in a portfolio of 
properties. They generally focus on a specific asset class, like “grade A” commercial 
office space, and are geared towards creating monthly revenue for their investors. For 
that reason, they are a favorite among those who look for income producing assets. 
REITs can be both publicly-traded and privately-held. 
 
Be careful not to be fooled by the glamorous holdings that some REITs possess. Large, 
big-brand tenants do not automatically equate to profitability. In 2013 a well-known 
British Columbia REIT called League, with tenants such as Cineplex, filed for 
bankruptcy. Thousands of people lost their investment. 
 
#8: Mortgage Investment Corporations (MICs) 
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Mortgage Investment Corporations are a lesser-known investment vehicle that can serve 
as an effective income producing asset. MICs pool money together from investors and 
lend it to borrowers, securing the loans as mortgages against real estate. 
 
Unlike banks, they typically lend to borrowers that seek short term, bridge or mezzanine 
financing. MICs often charge a higher interest rate than do traditional lenders. Like 
REITs, MICs can be both privately-held or publicly-traded. Here’s a list of 20 MICs in 
Canada. 
 
#9: Dividend stocks  
 
Large blue-chip stocks often pay dividends every three months. While the distance 
between payments might deter some investors, these can serve as safe examples 
of income producing assets. If you own a portfolio of securities that make dividend 
payments at various times, you could end up receiving revenue multiple times a month. 
 
#10: Bonds and debentures 
 
Bonds and debentures are loans issued by governments and businesses to raise 
investment capital. In exchange for funding the issuer typically pays interest on the 
loan, thus making it a popular income producing asset. Interest payments are generally 
made semi-annually. 
 
Note that the risk profile for these investments can range between very low and very 
high. It depends on the credit-worthiness of the borrower (e.g. the government of 
Canada vs. the government of Greece). Companies like Fitch Ratings can help you make 
your assessments. 
 
#11: Peer-to peer-lending 
 
P2P lending has evolved in the wake of large bank withdrawals from the unsecured 
loans business. While many traditional lenders are more cautious in a post-2008 
economy, companies like Lending Club and Prosper have catapulted to the scene. 
P2P lending firms connect retail lenders with borrowers. For as little as $25, you can 
invest in an interest-bearing loan, which pays monthly. 
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Although peer-to-peer lending has garnered popularity, it’s still relatively new and has 
kinks to iron out. It also hasn’t extensively permeated markets outside of the US. The 
first to break into Canada was Lending Loop. Given the ease to invest and its broadening 
of the credit markets, P2P lending will likely become a popular income producing asset 
in the future. 
 
#12: Private or “hard money” lending (secured)  
 
As this article indicated, there has been an emergence of new lending opportunities in 
recent years. The business is no longer controlled by banks. But if you don’t want to use 
“middlemen” like buying bonds, P2P firms and investing in MICs, an alternative option 
is to issue the loans yourself. 
 
A secured loan is one that is backed by collateral, usually property or an automobile. If 
the borrower defaults under the loan agreement/promissory note, you can then attempt 
to recoup your capital by seizing the asset you secured it against. 
 
Secured lending opportunities generally exist for mezzanine financing, real estate 
construction financing, second and third mortgage deals and higher-risk borrowers. It’s 
unlikely that you can enter “plain vanilla” first mortgage lending, because that industry 
is still dominated by banks. 
 
Note: depending on where you live, there may be regulations that govern hard money 
lending. In most states in the US, you’ll need a license. 
 
#13: Unsecured private lending 
 
An unsecured loan is not directly backed by collateral. But it can make for a lucrative 
income producing asset because the interest rates charged are generally high. Although 
these loans are riskier than others, there are plenty of ways to mitigate exposure. 
Moreover, if the borrower as assets you can attempt to seize them in default, even if they 
weren’t listed in the loan agreement. 
 
#14: Royalty trusts  
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Royalty trusts are popular income producing assets in North America. They often invest 
in energy, pipelines and real estate. These securities typically distribute most of their 
profits to investors each month. They can trade publicly or be privately held and 
sometimes come with tax advantages. 
 
#15: Mutual funds 
 
Mutual funds invest in a basket of securities, usually stocks, bonds and even other 
mutual funds. There are plenty of options that focus on generating income for their 
investors. They often are lower-risk and concentrate on bonds and dividend stocks. 
Note that mutual funds usually automatically reinvest income rather than distributing it 
to unitholders. You may need to contact your brokerage to request that cash is paid 
directly to your account. 
 
#16: Exchange-Traded Funds (ETFs) 
 
Exchange-traded funds are an alternative to mutual funds. While they still invest in 
other securities, they are not actively-managed. Their fees are therefore typically a 
fraction of their counterpart’s. 
 
ETFs are usually designed to replicate a certain index or commodity, such as the 
NASDAQ or gold bullion. Ones that invest in real estate, energy or financial services 
sectors can make for efficient income producing assets. 
 
#17: Short-term rentals 
 
Online services like Airbnb, FlipKey and Tripping make it easy to rent your home for 
short periods of time. If you’re leaving town for a week, why not turn your property into 
an income producing asset for a few days? 
 
As with all rentals, your experience will often be determined by your tenants. On 
balance, people usually have good things to say about those services. There have been 
some pretty disastrous stories, though, so approach this strategy with caution. 
 
Bonus #1: Invest in student housing 
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College and university attendance has never been higher. Investing in student housing 
can be lucrative. You’re almost guaranteed to have tenants in college towns. 
 
Although many look to student housing for income producing assets, there are risks 
involved. First, college kids are well-known for wild parties, keg stands and smoking 
indoors. This can cause substantial damage to your property. 
 
Second, students often return home for the summer. This can cause rental shortages for 
a third of the year. 
 
Bonus #2: Network marketing 
 
Network marketing is a popular choice for those looking to start a side-business. While 
it generally requires intense effort for several years, it can eventually become a passive 
income producing asset. Multi-level marketing is also a good way to develop leadership 
and management skills, and to gain mentorship and personal development 
opportunities. More about network marketing here. 
 
Beware of scams and shady schemes, however. The network marketing/MLM industry 
can be a hotbed for bad ideas. 
 
Bonus #3: Syndicated mortgages 
 
A syndicated mortgage is a real estate-secured loan that is owned by multiple parties. 
For example, a group of 10 people might pool $50,000 each and create a $500,000 
loan. As with other mortgages, the lender(s) profit through fees and interest payments. 
 
Though syndicated mortgages have grown in popularity as investors seek property-
backed income producing assets, there is some controversy about them. Retail buyers 
are often led to believe that they’re low-risk deals. But depending on the opportunity, 
syndicated mortgages might be in second or third position, thus reducing security. The 
risk profile of a syndicated mortgage should be assessed on a case-by-case basis. 
 
Bonus #4: Rent-to-own real estate investments 
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Rent-to-own ventures can not only be good income producing assets, but there’s also 
often room for a healthy capital gain. As an investment partner, you can fund real estate 
deals that use lease options to lock in returns and hedge against risk. Some rent-to-own 
opportunities require the investor to purchase a property, which might mean applying 
for a mortgage. Others amalgamate capital from several partners. 
 
Bonus #5: Property crowdfunding 
 
Crowdfunding is no longer just for charitable causes and start-up products. Online 
platforms like RealtyShares allow investors to participate in large real estate offerings 
for as little as $5,000. People can log into the site, view available deals and invest at 
their discretion. Aside from being a good income producing asset with a low entry 
barrier, property crowdfunding provides capital to real estate managers who were 
previously dependent on private equity. It helps levels the playing field for both 
investors and developers. In my view, it’s probably the future of real estate.    
 
Conclusion: the power of income producing assets 
 
As mentioned earlier on, acquiring income producing assets caused me to 
reach financial freedom at 26 years old. By that point, my portfolio paid more than most 
earn from employment. I wrote a book, called Rich At 26, to discuss how I did it. The e-
version is available for you to download right here. 
 
Financial advisors often recommend targeting revenue securities as you age. In your 
younger years, you should instead focus on equities that have a good chance for capital 
appreciation. I disagree. Since most expenses like rent, mortgage payments and phone 
bills are payable monthly, I think it’s prudent to build a portfolio that can support your 
lifestyle. I didn’t consider exotic investments or ones that require capital gains to profit 
until after reaching financial independence. Still to this day, the bulk of my holdings are 
comprised of income producing assets. 
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How to Acquire Assets When You Have No Money 
 

Originally published: December 17th 2016 
 
While it’s true that financial freedom is most easily achieved with capital to invest, it is 
possible to get there without having any money. In this article, I’ll introduce a concept 
that I’ve called Intelligent Assignment. Implemented correctly, it will allow you to do the 
following: 
 

• Accumulate assets without using your own money. 
• Avoid going into debt. 
• Build connections that will serve you in the future. 
• I’ll first use an example to illustrate Intelligent Assignment (numbers are 

rounded estimates for simplicity). Then I’ll discuss how you can employ it. 

 
Intelligent Assignment in action 
 
Let’s imagine that your goal is to reach financial freedom through real estate. You’ve 
read books and articles online about people earning fortunes from cash flow and equity 
appreciation. You’re aware that property ownership can come with tax advantages and 
can be leveraged with credit. It fits in perfectly with your goals, so you decide to pursue 
it. 
 
The local real estate also has a lot of potential. You live in a neighborhood that’s rapidly 
growing because of the natural resources nearby. Businesses are moving there, jobs are 
being created and the population is expanding. Property developers haven’t been able to 
produce enough homes to accommodate the influx of people. Unless they build faster, 
price increases are inevitable. You want in on the action. 
 
Since you’ve spent time studying real estate investment, you know to look for 
undervalued assets. Sometimes, the most rundown properties can be the most lucrative 
– and you think you’ve found your ugly duckling. Each morning on the way to work, you 
drive by a small, abandoned house. Its garden is shrubby and weeded, the windows are 
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boarded up and the front door is defaced with black graffiti. It’s a dump, but you know it 
could be a cash cow. 
 
Despite the number of people moving to the area, the house has been for sale for three 
months. It’s listed at $150,000, though homes on the same block have sold for well over 
$200,000. Developers are focused on modern condominiums downtown. Nobody’s 
interested in a dilapidated property like this one. And therein lies the opportunity. 
You believe this house can make money in four ways: 
 
First, you think that a rising tide will float all boats. If the local economy continues to 
expand, then property prices in the area will rise. Even a sullied asset like the one you’re 
eyeing will probably appreciate. 
 
Second, the house is listed for $50,000 less than other similar homes nearby. 
Renovations would likely bring it up to par. 
 
Third, you can probably find a tenant, who would pay down the mortgage. 
 
Fourth, that same tenant would turn it into an income producing asset. 
Based on your projections, the goal should be to buy the house, renovate it, rent it and 
eventually sell it. You think it might be worth $250,000 in a couple of years if the 
market continues to heat. In spite of what you’ve studied, though, you know you’re not a 
property expert. You’ve never even made an investment before. You also have no money 
and no credit history. All you have is an idea, which by itself is worthless. 
 
But while you may be short in the cash department, you’re savvy enough to know that 
money is only a tool. You can buy the property using Intelligent Assignment. 
 
Renovations 
 
Although you don’t know the first thing about tearing out floors or installing drywall, 
you have an old friend from high school, Tyler, who is a contractor. Tyler has spent 
nearly five years working on people’s homes and is constantly covered in dirt, soot and 
dust because of it. 
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You meet Tyler for coffee and explain the real estate opportunity to him. The two of you 
drive to the house and even peek inside through the wooden boards. The house looks 
disastrous, but Tyler thinks he could renovate it for $15,000. The issues appear to be 
aesthetic rather than structural, so it won’t be too costly. The property looks worse than 
it is. He wants in on the investment, too. 
 
Unfortunately, Tyler also doesn’t have much cash. He’s had a job for a few years but 
never learned to manage his money. His salary is high enough, but he still lives check-
to-check. You need to find someone who can not only make a down payment of 20%, but 
who can also come up with $15,000 for renovations and afford a mortgage. Tyler can’t 
help much with that. 
 
The two of you make a deal. You’ll figure out a way to purchase the home. After it’s 
bought, he’ll then handle the renovations. He’ll repaint the walls, remove the graffiti on 
the outside and install new cabinets in the kitchen. That should take about three 
months. In exchange for his efforts, Tyler will receive 10% of the net rental income and 
10% of the net proceeds after the house is sold. 
 
The down payment 
 
Now that the renovations are covered, your next step is to come up with a down 
payment. Fortunately, you spent each Thursday for the past three months attending free 
real estate seminars. You met a lady there, Vanessa, who has plenty of cash. She’s not 
rich, but has money available after recently selling one of her properties. She’s searching 
for a new investment. 
 
You approach Vanessa with the deal. You explain that the house is listed for $150,000, 
but it could sell for 60% more with renovations. Until it does, it will serve as an income 
property. Vanessa agrees to provide $63,500 in exchange for 50% of the net rental 
income and all of the net proceeds from a sale until she’s recouped her money, plus 15% 
per year. Her capital will be used as follows: 
 

• $30,000 for the down payment. 
• $15,000 for renovations. 
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• $18,500 for ancillary expenses. 
 
The mortgage 
 
With the down payment and renovations ready to go, all that’s left is to find someone to 
assume a $120,000 mortgage. A result of your networking efforts, you meet David, who 
will apply to the bank for one. He’s got a good job, little debt and a great credit rating. 
He will surely qualify. 
 
All David has to do is secure a mortgage, combine it with the down payment and use it 
to buy the property. Vanessa will make the mortgage payments for the first three 
months. Once the house earns rental income, it will be used to cover the remaining 
payments. Since the property will technically be in his name, David agrees to sell it once 
it reaches $250,000. 
 
To compensate David for his efforts, you’ll pay him $10,000. You also agree to co-sign 
for the loan. In case the deal fails or the bank recalls the mortgage, you will be on the 
hook for it, too. 
 
Assembling the deal 
 
It’s taken a couple of weeks to find the right partners, but your team is now ready. You 
can finally buy your first investment property. After paying 50% to Vanessa and 10% to 
Tyler, you’re set up to earn 40% of the net proceeds from the opportunity.  
 
Here’s what it will look like: 
 

1. You hire a lawyer to formalize your arrangements with Tyler, Vanessa and David. 
The lawyer acts in the interests of the group, rather than representing any 
individual party. Vanessa pays $5,000 for his services. 

2. Vanessa transfers $40,000 to David for his fee and for him to use as the down 
payment. He applies for the mortgage and uses the funds to purchase the house. 

3. Vanessa transfers $15,000 to Tyler for him to purchase the material need for 
refurbishments. He spends the next three months renovating the property. 
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4. Vanessa transfers $1,500 to you. You’ll use that to make the first three months of 
mortgage payments while the property is under renovation. David has given you 
his account information, so you’ve just got to transfer money to him each month. 

5. You secure a tenant who’s ready to move in as soon as renovations are complete. 
The tenant pays $700 a month to you in rent. You pay $500 of that to David to 
cover the mortgage, $100 to Vanessa (50% of the net proceeds) and $20 to Tyler 
(10% of the net proceeds). The remaining 40%, $80, is yours to keep each month. 

6. Two years later you list the home for $250,000 and manage to sell it. During that 
time, your tenant paid down $5,000 of the mortgage. After taxes and repaying 
the bank, the net proceeds from the sale are $133,000. The monies are divided as 
follows: 

• $82,550 to Vanessa. 
• $13,300 to Tyler. 
• $37,150 to you. 

 
Now that you’ve given Vanessa a great return on her investment, she’s interested in 
doing a similar deal with you. This time, however, she wants to invest more money into 
a bigger property. She also has a friend who’d like to invest, if you’re willing to do two 
projects simultaneously. 
 
How you can use Intelligent Assignment 
 
Intelligent Assignment is the strategy of outsourcing your weaknesses to competent 
partners. It’s frequently used by experienced entrepreneurs; in real estate circles it’s 
sometimes known as “creative financing.” In the example above, you didn’t have capital, 
credit or hands-on skill. But in return for assembling the deal, managing the property 
and administering the overall project, you secured 40% of the proceeds from a lucrative 
piece of real estate. You were a dealmaker and put money in the pockets of Vanessa, 
David and Tyler. You were thus paid handsomely for your services. 
 
The most powerful aspect of Intelligent Assignment is the ability to scale. In the 
foregoing example, you acquired only one small house. But if you continued to offer 
good returns to Vanessa, and now her friend, you’d then likely be able to attract 
additional investors. Tyler and David both earned a profit and would probably want to 
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work with you again. With enough partners, you could literally purchase dozens of units 
at a time. That’s how fortunes are made. 
 
Intelligent Assignment can be applied to any business. Simply identify your 
shortcomings and assign them to other qualified parties in exchange for a piece of the 
deal. For instance, if you need marketing expertise, could you entice a social media pro 
with a portion of your company’s earnings? It’s akin to hiring help, but your team only 
gets paid if the venture is successful. There’s no rulebook for implementation. The only 
limits are your imagination and savvy. 
 
Keep in mind, however, that Intelligent Assignment is an advanced concept. You are 
managing personalities, money and time, which can be difficult. As well, there may be 
certain laws that govern how you employ it, especially if you’re involving investors. 
 
Before using Intelligent Assignment, you should: 
 

• Be a skilled manager and leader. 
• Learn from your partners. Their skills are the reason you’re giving up a portion of 

the profits. 
• Have a lawyer formalize your arrangements and provide advice. 
• Be up-front with your partners about the deal. Don’t mislead them or inflate your 

expectations. 
• Make it lucrative for everyone. 
• Only work with trusted and competent partners. 
• Have an arbitration procedure. If there’s a disagreement, how will it be resolved? 

 
This strategy is one of the best ways towards financial freedom. But like anything else in 
life, Intelligent Assignment demands effort and skill. You’ll also need good partners for 
it to work; I’ve got an article here to help you find them. You should also read 
this and this to prepare for questions that investors may ask. Done correctly, you can 
use Intelligent Assignment to acquire income producing assets without using your own 
money. It removes a major barrier to creating wealth. 
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How to Network with Successful Investors and 
Entrepreneurs 

 
Originally published: December 15th 2016 

 
“It takes money to make money.” 
 
That’s one of the many misguided sayings that have percolated from the bowels of 
misinformation. Similar to “low risk equals high returns,” somehow that phrase became 
a commonly-accepted adage. It’s counterproductive because it elevates one possible 
outcome to the status of law. It’s discouraging and often precludes people from trying to 
attain their economic goals. 
 
The fact is that you can reach financial freedom without having capital to start with. It’s 
harder, but it’s doable. Across this blog and in my debut book, Rich At 26, I discuss how 
I did it in my mid-20s. Too many fool themselves into believing that the target is 
unachievable. 
 
In principal, there are several factors that can determine whether you’ll get rich. They 
include a combination of: 
 

1. Your sophistication as an investor. 
2. Your ability to build a lucrative and scalable business. 
3. Your persistence and refusal to accept defeat. 
4. How much effort you invest into becoming a professional at your craft. 
5. Your ability to network. 
6. Your ability to borrow at a low rate and use that money intelligently. 
7. How many income producing assets you have vs. the sum of your bad debts. 
8. Whether you’re coachable and willing to learn. 
9. How you deal with anxiety, disappointment, uncertainty and failure. 
10. Luck 

 
This article will concentrate on #5, your ability to network. One of the best ways to build 
wealth is to be around and work with people who have it, or who can help you get it. 
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Creating connections, finding mentors and forging partnerships can pay enormous 
dividends. You can cull a cornucopia of knowledge, principles, secrets, mindset 
techniques and best practices to help you avoid pitfalls and accelerate your journey to 
financial independence. Importantly, good contacts can lead to even more connections 
to further expand your rolodex. 
 
Of course, networking, alone, won’t do the trick. But if you’ve got a business or an 
investment portfolio, connections can be the difference between success and failure. The 
following are seven ways to build bridges with mentors, partners and advisors. 
 
#1: Define the asset you wish to build 
 
There are various avenues that you can go down to create wealth. In general, the most 
realistic ways are probably through real estate and by starting a business. I’d also argue 
that, done correctly, real estate investment and investing in general are businesses, 
themselves, because of the time and effort required to be successful at them. 
 
If you haven’t already, you should first decide on how you want to pursue your riches. 
They might include: 
 

• Starting a “traditional” small business. 
• Flipping properties. 
• Rent-to-own real estate ventures. 
• E-commerce, like drop shipping and affiliate marketing. 
• Multi-level marketing. 
• Trading options or penny stocks. 
• Selling insurance and other financial products. 

 
The foregoing are all realistic ways to achieve your goals. Some, like multi-level 
marketing and penny stocks, may be seen as taboo. But in my opinion, the key is to 
become an expert on your asset of choice. What the asset is doesn’t matter as much. 
There are many people who get rich unconventionally. Select yours and don’t veer from 
it. This step is necessary to complete before searching for mentors. 
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#2: Identify the people who can help you meet your goals 
 
Once you’ve selected the asset that you wish to pursue, your next step is to meet people 
who can help you do that. They should either be: 
 

• Experts in the field (people who’ve done it, themselves); or 
• Ancillary professionals (those who can help the experts do it). 

 
For example, let’s say that the asset you choose to build is a rent-to-own real estate 
business. Your goal is to connect prospective homeowners with capital partners and 
people who can qualify for mortgages, in exchange for fees. 
 
An expert in the field might be someone who already owns a successful rent-to-own 
company. An ancillary professional could be a seasoned mortgage broker who often 
works with rent-to-own clients. 
 
Gather a list of experts in the field and ancillary professionals. They could be a 
combination of local and international contacts; the internet makes it easy to connect 
worldwide. To continue with the example above, your list might include: 
 

• A local rent-to-own expert. 
• A competitor of the local expert. 
• An expert elsewhere. 
• A lawyer who specializes in real estate transactions. 
• A mortgage broker who works with rent-to-own clients. 
• A realtor who facilitates rent-to-own deals. 
• An accountant who does the books for rent-to-own companies 
• Investors in rent-to-own deals. 
• A banker who’s familiar with this type of real estate structure. 

 
Usually, when I make the “gather a list” suggestion, the immediate response is “How do 
I even know who the experts are?” My response is: google it. 
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I have an office in Victoria, Canada. Within three minutes of searching online I found a 
dozen local experts and ancillary professionals with websites, email addresses and 
phone numbers I could contact. The first barrier to be ready to overcome is laziness. 
 
For the record, my searches were: 
 

• Victoria rent to own. 
• Victoria rent to own company. 
• Victoria rent to own investment opportunity. 
• Victoria rent to own mortgage broker. 
• Victoria rent to own lawyer. 

 
If you already have a list in mind, then you’re well ahead of the game. 
 
Your experts and ancillary professionals will be a wealth of information. In addition to 
their expertise, however, you’ll want to glean their contacts. As such, if you find a rent-
to-own mortgage broker, you should also be prepared to ask for who she knows. The 
broker might not be useful, herself, but she may refer you to someone who is. 
 
#3: Be of service, not nuisance 
 
Occasionally, I’ll receive emails from people I don’t know asking for my list of business 
contacts, or a full-fledged personalized financial plan for them to follow, or even an 
outright solicitation for money. My immediate thought is always, “You’ve got to be 
kidding,” followed by clicking delete. 
 
When searching for mentors and connections, the best approach is to give before 
receiving. I’d be more inclined to go to such lengths to help someone if an offer was 
made first. For example, I would probably spend 30 minutes on the phone with 
someone in exchange for them referring 30 new subscribers to my email list. The 
exchange might still not be equal, but at least there was an effort. It’s a matter of 
principle: this is business, not charity. 
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To that end, don’t expect to make headway by simply asking for help. Your experts and 
ancillary professionals are busy people. They will most likely want something in return. 
That’s not to say that they don’t want to assist or have mentees. But there are a lot of 
people to choose from; you’ve got to separate yourself from the pack. 
 
Here are some offers you could make in exchange for their time: 
 

• Work at their office for free. 
• Buy them lunch. 
• Write about them on your blog. 
• Give or make them a gift of value. 
• Help them get more clients. 

 
The simplest way to contact your expert is to send an email. However, emails are also 
easy to ignore or delete. You might want to try sending one in case you get lucky, but 
don’t bank on its success. 
 
Your email’s subject line should be eye-catching, but not corny. Avoid titles like “Help” 
or “Urgent.” You’ll either appear childish or sound like a Nigerian prince scammer. 
Instead, try something like, “Willing to Work for Free.” If you can’t get in touch by 
email, you’ll have to try other means. 
 
Keep in mind that it’s necessary to be realistic. Reaching out to celebrity billionaires 
probably won’t get you far. Showing up to Facebook’s offices and asking for Mark 
Zuckerberg likely won’t work. There are plenty of wealthy medium-sized business 
owners and investors who are easy to get a hold of. Ancillary professionals are even 
simpler to reach. With Google at your disposal, there’s no excuse for not finding them. 
 
#4: Attend events 
 
In addition to reaching out directly to experts and ancillary professionals, you should 
search for local networking events. Websites like Meetup and Parkbench are useful. You 
can also google terms like “[insert city] real estate seminar.” An easy place to start is 
your local chamber of commerce or business association. 
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Think of functions that both experts and ancillary professionals might attend. To keep 
with our rent-to-own example, don’t just go to a rent-to-own conference or real estate 
seminar. You should also seek out gatherings that a mortgage broker or lawyer might 
attend. They may not relate directly to your goal, but you will surely meet someone there 
who does. Remember to keep the “be of service, not nuisance” mantra in mind when 
you’re meeting people. 
 
While seminars can be great networking opportunities, they can also cost a lot of money. 
Tickets aren’t always expensive, but sales pitches at the events can run thousands of 
dollars up on your credit card. You may want to leave your wallet at home. 
 
#5: Don’t expect immediate results 
 
Are you prepared to invest your weekends and parts of your evenings into networking? 
Can you set aside other obligations and sacrifice time to meet the right connections? Are 
you willing to spend money on functions that don’t yield immediate results and even 
seem like a waste of time? Can you deal with rejection from those who aren’t interested 
in your proposals? 
 
Nine out of ten people who read this article will give up before they start. These 
activities are too time consuming, too hard, too boring or too slow to follow. Of the ten 
percent who do try networking, less than half will go beyond attending an event or 
making a couple of phone calls. 
 
You’ve therefore got under a five percent chance at success. That shouldn’t surprise you, 
considering that the vast majority will never come close to reaching financial freedom. 
Apathy will crush their attempts. However, the good news is that you can increase that 
rate by being persistent and not quitting. The key to building contacts is tenacity. To put 
it bluntly: none of this is hard. All you have to do is not be lazy or get discouraged. 
 
To overcome dejection, you might consider pursuing these activities with a friend. If 
you’ve got a like-minded partner, the process of networking can become quite fun. The 
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icing on the cake is that networking often comes with delicious food, drinks and 
entertainment. 
 
#6: Avoid false networking 
 
It might not always be convenient to attend conferences. It’s easy to justify missing one 
by saying, “Well, I gave six of my business cards out this week, so that should be 
enough for now.” Remember that your goal is not simply to meet as many people as 
possible. It’s to target a specific crowd, rub shoulders with them and make useful 
connections. Use this as a rule of thumb: if you don’t have a meeting booked with 
someone, or at least have permission to contact them, then you haven’t added that 
person to your rolodex. 
 
The following are not good networking activities: 
 

• Handing out business cards. 
• Meeting people in general. 
• Attending unrelated social events. 
• Joining unrelated clubs, like getting a gym membership. 
• You can surely rationalize the above with “You never know where connections 

are made.” But sooner or later you’ll probably discover that you wasted your 
time. Avoid this pitfall. 

 
#7: Consider a new career 
 
An easy way to meet the right people is to work at the right place. While employment is 
not the ticket to financial independence (creating and investing in businesses is), it can 
be a great way to gain experience and connections. 
 
In my case, it was hugely beneficial. I’ve only ever had one “real” job. For four and a half 
years, in my early 20s, I worked in an environment of investors and entrepreneurs at a 
small/mid-sized company. I didn’t have benefits or a pension plan. But I cut my teeth 
there, learned the ropes and eventually quit to do my own thing. It was a major 
advantage over those who spend their days in an office cubicle. 
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Consider a new environment that’s compatible with your asset choice. For instance, if 
you want to be a real estate investor, could you apply for a job with a local developer? 
Weigh the pros against the cons: would you sacrifice stability for information? You 
should think about companies that: 
 

• Are small enough to notice you. 
• Will give you experience in the relevant field. 
• Allow enough time for employees to have projects and ventures on the side. 

 
Conclusion: building relationships 
 
Your objective is to create lasting relationships with people who can help build your 
asset. You need a group of experts and ancillary professionals who you can phone or 
email at your convenience. Most importantly, though, you’ve got to get your hands dirty. 
You have to get out there. The best way to learn is to do, rather than to hear or read. For 
example, if real estate is your goal, you should be out there on the construction site, in 
the boardroom, by the accountants, with the architects and meeting capital partners. No 
work is too menial to try, especially if it teaches you something relevant. 
 
Networking is among the best ways to achieve financial independence. Building a 
lucrative business and/or investment portfolio, the keys to building wealth, are skills 
that can be taught. They don’t have to be bought. But when such few people possess that 
knowledge, you’ve got to take the time to establish relationships with them. Most don’t 
have the stamina or wherewithal to do that. A little bit of commitment and perseverance 
will take you a long way. 
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9 Crucial Concepts Professional Investors Know that 
Amateurs Don’t 

 
Originally published: September 30th 2016 

 
What separates a professional investor from an amateur? Is it the amount of wealth or 
certifications that one possesses? Does having a certain amount in the bank or a set of 
letters behind a name, like CFP or CFA, render a person an expert? 
 
In my view, professionalism as an investor is more about knowledge and mindset than 
any other factor. One can be rich and hold various designations without knowing how to 
consistently produce an ROI. 
 
Pros treat their crafts like doctors, lawyers and accountants do. They commit a large 
portion of their lives to learning, improving, building contacts, reading and keeping 
abreast of the trends in their landscape. 
 
Professional investors know what questions to ask. 
 
They are savvy with relevant legal and financial concepts and have a solid business 
acumen. Their skills allow them to reduce risk and bolster profits, thus causing them to 
generate wealth at a superior rate. 
 
The following is a short list of nine concepts that escape most investors, but are well-
known to experts. 
 
#1: Trust nobody 
 
While few will admit it, many people make their investments out of blind faith or trust. 
They either hear about a “great buying opportunity” from a friend or family member, or 
they are convinced by someone who they believe is a credible source. That 
includes financial advisors, money gurus and finance commentators. 
 
Trusting someone is a nice lesson taught in kindergarten, but it’s also a great way to lose 
money. 
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Instead, you should approach every investment deal as though the party who’ll receive 
your money will try to steal it from you. Be suspicious and assume that everything told 
to you about the venture is false, unless proven otherwise. 
 
For example, if you are considering entering a real estate deal and are told that the 
appraised value of the property is $400,000, have you verified that independently? 
Have you seen a copy of the appraisal and have you concluded that the appraiser is 
legitimate? 
 
Do not rely on the information provided to you by the person who wants your money. 
They have every reason to be dishonest or to at least embellish the facts. 
 
This course has extensive due diligence methods. 
 
#2: Understand your rights (or lack thereof) before investing 
 
Investment agreements are generally long and complex, especially documents like 
prospectuses and offering memoranda. Oftentimes they are also written in favour of the 
party on the receiving end of your money. They frequently give little control or 
management power to you, the capital partner. Unfortunately, many people discover 
that long after they signed on the dotted line. 
 
An astute investor understands that contracts are not only important when making 
investments, but that contracts in fact are the investment. When a transaction of funds 
between parties occurs, it is governed by whatever agreement was in place at the time. 
Failing to understand what you signed is a recipe for disaster – and claiming that what 
was said to you verbally differed from what was put in writing is rarely a legitimate 
remedy. 
 
While the law encourages issuers to make investment agreements readable, the reality is 
that they are generally written by lawyers for lawyers. They are simply too long and 
crammed with intricate verbiage for people to understand. 
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As such, if you aren’t proficient in legal and financial jargon, you should hire counsel to 
help you. If it doesn’t make economic sense to do so, then don’t make the investment. 
 
Note: I’ve listed various resources for legal assistance on this page. 
 
#3. Invest in deals that give you recourse 
 
As mentioned above, investment contracts often don’t give much power to investors. It’s 
common for the agreement to require the capital partner to place a large degree of trust 
in management. 
 
Although a competent management team that’s able to operate with freedom is 
important, it’s equally crucial to have a say when you disagree with their actions. For 
instance, you should have the ability to terminate people who are underperforming. If 
the market or industry has changed since making the investment, you should be able to 
demand that the managers adapt accordingly. 
 
In my opinion, that’s one of the risks with buying stocks in large indices like the TSX, 
NYSE and LSE. Unless you’ve deployed hundreds of millions of dollars and control 
sizeable amounts of shares, you have few ways to influence decisions in the company. 
Private investments, when done correctly, are a great way to manage that challenge. 
 
#4: Think exit before entry 
 
It’s easy to write a check. Pulling your money out of a deal, however, can be tricky. 
Before you make an investment, be sure to understand how and when your capital will 
be returned to you. If you’re buying real estate or purchasing shares in a private 
business, you should recognize that your liquidity will likely be limited. If you aren’t 
crystal clear on how you’ll retrieve your money, run for the hills. 
 
#5: Understand fees 
 
Practically every investment opportunity comes with fees, usually to brokers, advisors, 
managers, auditors or lawyers. If you’re really lucky, you’ll get a mixture of all five! 
Fees are to be expected, but you should understand two things about them: 
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First, what are the fees for and how will they impact your investment? Are they based on 
performance or are they charged regardless of how well the venture does? Are the fees 
low enough to not materially impact your total return? 
 
Second, can the fees be changed after the investment is made? Does the investment 
agreement allow management to increase their compensation without your approval? 
 
#6: Know thy creditors 
 
It’s important to understand whether the project you’re investing in has any debt. And if 
it does, how much does it have and what are the terms of the liability? 
 
Having creditors on an asset can increase an investor’s risk. For example, a portion of 
the company’s income may need to be directed to servicing interest or principal 
payments. Moreover, lenders generally have a prior claim over the venture’s assets. This 
is especially true in real estate. 
 
Before investing, be sure to understand who the creditors are, what the terms of the 
loans are and how they’ll impact the project as a whole. As mentioned in point #1, you 
should request copies of the loan agreements rather than simply trusting what is told to 
you. 
 
#7: Examine the use of funds 
 
Many people can wrap their minds around an investment from a conceptual standpoint. 
For example, they may understand that, in general, their money will be used to renovate 
a piece of real estate to add value to it or to fund a business’ purchase orders. 
 
However, understanding what specifically will happen to your money is crucial. Usually, 
your capital will first be used to pay fees and commissions before being deployed into 
the asset. Beyond that, you should know, dollar for dollar, the final destination of your 
funds. 
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Rather than saying, “10% of my investment will go to fees and commissions and the 
remainder will be invested into the deal,” your understanding should extend to “10% 
will pay fees, 40% will be used to purchase materials and 50% will remain as a cash 
reserve so the company can remain stable throughout the winter.” 
 
In my opinion, it’s impossible to perform proper due diligence without knowing what 
your money will be put towards. 
 
#8: Time the transaction carefully 
 
When it comes to making investments, time is literally money. Each day that your 
capital sits on the sidelines means that it’s declining in value, due to inflation. 
 
Depending on the deal, sometimes your capital may not be used until weeks or months 
after you invest it. For instance, if you’re participating in a property construction project 
that requires zoning permits, your money may sit in a bank account until those permits 
are secured. In extreme cases, this can take years. 
 
If there will be a delay, you should assess the time lag and how it will impact the total 
return of your investment. This is generally not a risk with traditional 
stock/bond/mutual fund purchases, but rather with private placements. 
 
#9: Know the disposition costs 
 
Unbeknownst to many, there are often costs involved when returning capital to 
investors and winding down a project. They again usually stem from professional fees. 
Be cognizant of what must occur in order for you to exit the deal and seek quotes in 
advance for the contemplated services. 
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How Much Money You Should Save in Your 20s? 
 

Originally published: January 12th 2017 
 

Despite a laundry list of mistakes, one of my smarter decisions was to invest and save 
and in my 20s. At age 19 my banker convinced me to set money aside to buy mutual 
funds. I turned to blue chip stocks shortly thereafter. At 23 I focused on buying income 
generating assets, like REITs and MICs. I later graduated to private equity and private 
debt investments. By 26 I was financially free. A couple of years later I quit my job and 
became a full-time investor (and, I guess, blogger). That’s the abridged version of the 
story. 
 
Making an effort to save in my 20s created a world of opportunity. Financial freedom, 
where one’s passive income exceeds their expenses, gave me bandwidth to take risks, fail 
and explore new passions. It let me buy businesses without fearing the unknown. It 
eliminated stresses about paying rent or losing my job. I could thus devote more energy 
to my aspirations and pursuing what I believed in. You become a different person when 
you aren’t held hostage by money. 
 
Now that I’m creeping towards 30, I’ve started to reflect on the past decade. What did I 
do right? Where did I go wrong? What advice could I have used when I was younger? 
I’m trying to tailor this blog to answering those questions. 
 
How much should you save in your 20s? 
 
“How much money should I be saving?” That was a big question for me in my early 20s. 
I knew that I should be socking away cash, but I was unsure of an amount. Were my 
peers setting money aside, too? Did they intend to do that later? Was it even necessary 
as a young adult? Having some sort of barometer or monthly goal would have helped. It 
would have made me feel more secure. I would have at least known that I was on the 
right path. 
 
The closest thing to an answer I could find was to save 10% of your paycheck. Personal 
finance blogs often recommended that amount, but without providing a solid reason. I 
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used to think, “Why 10%? Why not 15%? What’s the math behind it? What if I plan to 
live more lavishly than others? What if my financial goals are smaller?” The number 
appeared arbitrary. The only logic I saw was biblical; 10% represented tithing. But that 
wasn’t satisfactory. God seemed like a smart guy, but he didn’t help a lot in the money 
department. 
 
Obviously, there is no perfect answer to how much you should save in your 20s. It goes 
without saying that more is better. However, I’m going to put myself in the shoes I wore 
almost nine years ago. I’ll give the response I could have used when I started my journey 
towards wealth. I’ll then follow it up with three goals that you can set for yourself. 
 
Saving money in your 20s: Do it until it hurts 
 
Regardless of how much you earn, save until you’re uncomfortable. If you’ve got $300 
left over each month after expenses, set aside as much as you can. That might involve 
spending less on beer or taking the bus more often. But if you’ve got excess cash, put it 
towards your future. Depending what I made, I used to save between $100 and $500 
each month. 
 
This is disappointingly subjective, I know. Some people’s comfort levels will be higher 
than others’. One might be willing to live on ramen noodles and water, while another 
isn’t ready to get that intense. You’ll need to decide how important money is and 
whether you want to save lots of it in your 20s. Many choose to spend on travel and life 
experience before marriage and kids get in the way. That’s completely respectable. Just 
know that the more you stash and invest, the faster you’ll achieve financial 
independence. Get as uncomfortable as you can. 
 
Buy assets that pay income monthly 
 
Saving money is one part of the equation. However, what you do with it is just as 
important. Cash is simply a tool. Its utility is limited if it’s just left in a bank account. 
The trick is to force your cash to create more of itself each month. You do this by 
purchasing assets, which is also called investing. 
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Rather than buying assets that only profit through a capital gain (buying low, selling 
high), concentrate on income generating investments. These pay out monthly. The goal 
is to build a portfolio that distributes enough cash to offset your expenses. Once you get 
there, you are financially free. 
 
Until then, however, the investment income can be used for various purposes. You can 
continue to reinvest it, thus compounding growth. It will also be there in case of 
emergency or if you lose your job. 
 
I received this advice at 23 and it changed my life. I used to think of retirement as 
having a big pile of money that you eventually draw down on. If you time it correctly, 
you won’t die before your cash runs out. The monthly passive income strategy preserves 
the value of your assets because you never have to touch them. All you’re doing is using 
the income they produce. If this is your first time hearing about it, you’ll thank me later. 
 
Get really good at investing 
 
You will never be wealthy enough to rely solely on your portfolio unless you become 
a savvy investor. Until then, you will always need an employer to pay your bills. Even if 
you saved $1 million at age 25, you’ll probably run out of money before you turn 70 if 
you don’t invest it. The key is to have your assets take care of you. You need to know 
what you’re doing for that to happen. 
 
Just like doctors and accountants spend years training before they can practice, you’ve 
got to hone your craft as an investor. That will require hundreds of hours of research, 
trial-and-error, discipline and even networking. The more you can maximize the return 
of each dollar, the faster you will achieve your goal. 
 
New investors often assume it’s as easy as hiring a financial advisor. While that’s not a 
bad option, I found it more efficient to become my own expert. I thus avoided 
unnecessary fees that dilute total returns. If reaching financial freedom is your goal, why 
entrust it to someone else? Becoming a sophisticated investor in my 20s was as 
important as saving money. 
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Conclusion: it’s not just how much you save in your 20s 
 
Imagine two scenarios. Jeff has $100,000 in the bank, but he never invests it. Erica has 
$50,000, but she’s a savvy investor. Her portfolio pays out a monthly income of $500, 
not including capital gains. Who would you rather be? 
 
Obviously, Erica has the advantage. Her assets have utility by producing revenue. She 
can reinvest it and quickly compound her capital. It won’t take long for her to reach 
$100,000. If there’s an emergency, she can also use the recurring cash to help cover 
unexpected costs. Conversely, Jeff’s money is collecting dust. It earns little interest in a 
bank account and will dwindle as soon as he uses it. Whether his savings deplete or her 
portfolio grows, eventually Erica will bypass Jeff. 
 
It’s important to think about how much to save in your 20s. I commend you for that. But 
you’ve got to take it a step further if you want to achieve economic success. In addition 
to setting aside as much as possible, use your cash to create more income. As well, make 
the effort to become an effective investor. If Erica could earn $600 a month of passive 
income, how much further ahead would she be? 
 
Rather than aiming for a dollar amount to save, try to meet these goals instead. First, 
sock away cash each month. Second, earn monthly income by investing it (e.g. the 
money you set aside in January should produce a distribution by February). Third, earn 
more than 10% per year on your investments. 
 
Cash is a tool, but so is the brain. Most people forget the latter. Saving money in your 
20s is a big first step. The next one is to learn to multiply it. 
 
I invite you to download a free copy of my debut book, Rich At 26, here. It shares more 
about what I did to build my wealth in my 20s. 
  



	 59	

How to Make Your Boss Work for You 
 

Originally published: January 23rd 2017 
 

Many are surprised to hear that my job played an important role in achieving financial 
freedom. It goes against much of what I’ve written about building wealth; namely that 
it’s done through business ownership and investing in revenue producing assets. 
 
While my opinion remains unchanged, being employed at the right company did have 
its advantages. It gave me the experience I needed to be an investor and entrepreneur, 
without some of the risks. I learned important skills, like how to sell, read contracts, 
understand the law, write articles, conduct due diligence and be a good manager. I also 
worked with abled colleagues who taught me a lot about their respective industries. 
 
In fact, by the time I left my job I was already financially independent. Going out alone 
was a far less-daunting undertaking than it is for most. If my ventures failed, I could still 
rely on my passive income investments for support. For all the talk about risk and 
reward, the path I chose was quite safe. 
 
To build wealth, you’ll at some point need to own a company or invest the capital you 
have. It’s difficult to get rich simply by being an employee. But that doesn’t mean you 
have to quit your job or drop out of school today. You don’t need to go to extremes. If 
you’re risk-averse like me, you can take a more balanced approach: find work at a firm 
that will develop the skills you need to learn in business. After you’ve learned the ropes, 
you can choose to leave and create your own path. 
 
Why it’s hard to get rich with a job 
 
This article discusses how the right job can help you get rich. But before we delve any 
further, it’s important to understand why most won’t. Below are a few reasons for why 
banking on big salaries and pay raises won’t get you much closer to your goals. 
 
#1: Employees build wealth for owners 
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Employees are there to build wealth for shareholders. They are assets that cost money 
each month and are meant to generate a return on investment. On a fundamental level, 
employees are there for bosses to get rich, not the other way around. 
 
#2: Employees pay the most in taxes 
 
Investors and entrepreneurs receive various tax incentives as a reward for the risks they 
take. They come in the form of tax-sheltered accounts, tax credits, tax deductions and 
carry-forwards. Salaried employees have few of these at their disposal. As such, business 
owners generally keep much more of what they earn. It’s not uncommon for well-paid 
employees to pay 50% of their incomes in taxes. 
 
#3: Jobs can’t be duplicated or sold 
 
Businesses grow through duplication. For example, a company should theoretically earn 
more money with additional sales staff, because there are more people selling its 
products. A business with five sales reps would probably produce less than one with 
500. Each salesperson added is another duplication. 
 
The goal of an entrepreneur is to create a revenue model that can be replicated and 
leveraged multiple times over. It could eventually grow to where she can leave the 
business in the hands of managers or even sell it. However, employees neither duplicate 
their jobs nor sell them. While a business owner could walk away from a systemized 
company, an employee who doesn’t show up for work would be fired. Entrepreneurs 
build assets, whereas employees trade time for money. 
 
#4: Jobs are less stable than they once were 
 
Applying for a job is obviously less risky than starting a small business. But job security 
has declined as companies increasingly rely on technology and automation. After all, 
why pay for staff when computers can be cheaper and more efficient? 
 
Until the early 2000s, it was common for companies to make long term investments in 
their employees. They paid for skill upgrades, provided generous benefits and 
contributed to a pension plan. Fewer firms do so today in a slow-growth and 
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unpredictable economy. Multi-decade employment at the same company is rapidly 
becoming a thing of the past. Having a job isn’t as safe as it once was. 
 
Use your job for experience and networking 
 
In spite of the disadvantages, there are a two primary benefits to employment as they 
relate to creating wealth: building valuable experience and establishing a network from 
which you can later draw. You should try to work for a firm that can give you a 
combination of the following: 
 
#1: Sales experience 
 
Sales is the most important skill in business. That is, the practice of finding prospects, 
building relationships and selling a product or service to them. It’s the ability to create 
revenue from nothing. 
 
Learning to sell is a precursor to having a successful company. A business can’t survive 
without revenue, so developing the skill is key. You’ll also quickly discover how hard it is 
and why most firms fail within months. If you master the craft of selling, you will have 
covered more than 80% of what you need in business. Being a leader, learning to 
manage people or implementing systems all pale in importance. None of that matters if 
you can’t create income. 
 
Note that standing in a store and receiving interested buyers, or taking incoming phone 
calls, is not sales. The key is to find the customer yourself. That could mean making 
outbound phone calls, knocking on doors or cold-calling a directory. You’ve got to take 
the prospect through the entire cycle: locate her, build trust and monetize. It can take 
months to close a single deal. 
 
Be forewarned, salespeople are some of the highest-paid employees. But it can take time 
before your earnings accumulate. Don’t get into sales unless you can stick it out for at 
least a couple of years. 
 
#2: Industry experience 
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Sales may be crucial, but it’s not the only skill. It’s also important to know the ins and 
outs of the business you hope to be in one day. Employment can also teach you the tools 
of the trade. For example, if you plan to develop and sell properties, it would be useful to 
work for a company in the real estate business. If you want to become a stock trader, it 
might make sense to work for a brokerage. You can not only cut your teeth there, but 
you can also learn from the mistakes that your colleagues make. If you’ve got a vision in 
mind for the future, try to find a business that can help you get there. 
 
#3: Networking opportunities 
 
The power of a good rolodex cannot be overstated in business. Who you know can often 
be as important as what you know. A job that expands your network can help set the 
stage for your future. If you choose to leave the firm, your relationships won’t 
automatically expire. You can use them to bolster your companies and investments later 
on. 
 
It doesn’t all come at once 
 
It’s important to realize that few companies will immediately give all three of the above 
benefits. You shouldn’t expect an employer to instantly teach you to sell, while 
simultaneously providing industry-specific skills and access to a great network. 
However, the right firm will have potential for those opportunities to arise in the future. 
 
Features and attributes of useful employers 
 
What type of company should you work for to gain wealth-building tools? Obviously, 
each one will come with different pros and cons. Some are larger than others. The 
company I worked for – my first and only job – was a medium-sized business that grew 
quickly, shrunk suddenly and nearly imploded because of legal issues. It was fast-paced 
and had plenty of opportunity for those willing to assert themselves. The tumult opened 
doors that often don’t exist in others. It rewarded problem-solvers and performers. 
 
The ups and downs of that firm were stressful, especially for someone in their early 20s. 
I often worried about losing my job (which motivated me to increase my passive 
income) and thought, “Why don’t I work for a normal company?” But the knowledge I 
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gained was invaluable. If I could go back, I wouldn’t change the environment (though I 
would change some of the decisions I made). 
 
Here are some attributes your employer should have: 
 

• Small enough for thriving employees to be noticed 
• Talented leadership that is willing to share knowledge with staff 
• Potential for upward mobility 
• Lack of bureaucracy 
• Encourages entrepreneurship 
• Expanding 

 
Conclusion: use your job to build skills that can make you 
wealthy 
 
Notice how I never once discussed salary? How much you earn is relatively 
unimportant. Few jobs will directly make you a millionaire. Employees who do become 
wealthy often are often shareholders, like lawyers or accountants who eventually rise to 
partnership level. 
 
For an aspiring investor/entrepreneur, a good job is one that develops the right skills. 
It’s an environment where initiative is encouraged, salesmanship is taught and industry 
knowledge is refined. Employment is an asset, not from the income earned, but in the 
experienced gained. It’s a stepping-stone towards financial freedom. 
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Are REITs Good Investments? Here’s How to Decide 
 

Originally published: September 9th 2015 
 

Are REITs good investments? That question has become increasingly difficult to answer. 
The rapid advance of technology has put pressure on commercial real estate assets. 
Population and age demographics are shifting, especially as millions of Baby Boomers 
retire. Young adults are moving away from home later in life. Those, plus a thousand 
other factors, have changed the property landscape. In this article, I’ll address whether 
REITs are still good investments. And if they are, I’ll help you decide which ones are not 
just right for today, but also tomorrow. 
 
What is a REIT? 
 
Real estate investment trusts, or REITs, are companies that invest in a portfolio of real 
estate holdings. They usually focus on a specific class of property, such as high-end 
office space or retirement homes. They are a popular choice for passive income 
investors. In the US and England, REITs generally distribute cash quarterly. In Canada, 
it’s done on a monthly basis. 
 
Some of the largest and most glamorous real estate assets (skyscrapers, apartment 
buildings, shopping malls, etc.) in North America are owned by real estate investment 
trusts. Most of us can’t afford to shell out $200 million to buy a tower on Wall Street. 
But we can participate in the profits of those assets (and others) by buying shares in 
REITs. They are one of the few ways that retail investors can be exposed to holdings 
otherwise reserved for billionaires and corporate behemoths. And unlike buying 
property directly, publicly-traded REITs can be bought and sold with a few mouse clicks 
in a brokerage account. 
 
Are REITs good investments? 
 
Buying a real estate investment trust will give you indirect exposure to property. Asking 
whether REITs are good investments is similar to inquiring if buying real estate is a 
good idea. The answer is that it depends on the asset, the market and the buyer. 
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Think of buying a home that you intend to rent to a tenant. To determine whether it’s a 
good decision, you’ll probably consider factors like: 
 

• What the property is (house, condominium, duplex, etc.) 
• Where it’s located 
• Access to transportation (highways, roads, ferries, railroads, etc.) 
• How you expect the market to perform 
• Who will be managing it 
• What price you can buy it for 
• The terms of your mortgage 
• How the decision fits into your broader financial plan 
• What your exit plan is (sale, refinance, etc.) 

 
If you find the right asset and judge the market well, you can make a small fortune. If 
you don’t, you might take a serious loss. Thus, “Are REITS good investments?” should 
be rephrased to “Is this particular REIT a good investment for me?” If you find a REIT 
that suits your needs, it can add significant value to your portfolio. 
 
The following can help you. 
 
#1: Identify which asset class you want exposure to 
 
Individual classes of real estate can perform in different directions. For example, 
commercial office space generally becomes more valuable when the economy is strong. 
When companies expand and hire new employees, they look to bigger and better places 
to work in. 
 
Conversely, apartment buildings may suffer because a strong economy can lead to 
greater individual wealth, thus prompting people to buy rather than rent. That’s why 
broad descriptions, like “real estate prices went up this year,” are sloppy 
mischaracterizations. 
 
Individual property classes are impacted by a variety of factors, including: 
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• Global, national and local economic performance 
• Employment levels 
• What jobs are available (technology, construction, etc.) 
• Population and income growth 
• Government spending, incentives and regulations 
• Social demographics, like age 
• Availability of credit 

 
As such, to determine whether REITS are good investments, you’ve first got to explore 
the overarching asset class. You should begin with questions, like “do I want to invest in 
strip malls?” or “should I consider health care properties?” One class might be lucrative 
for the next ten years, while another makes for a disastrous investment. 
 
Here are some REIT asset classes you can explore, along with some basic factors that 
can influence their performance: 
 

• Residential apartment buildings (are more people buying than renting?) 
• Grade A office space (is the economy growing?) 
• Lower-grade office space (is the economy growing?) 
• Malls, shopping centers and strip malls (is the economy growing?) 
• Healthcare properties (is the population aging? Are people becoming more or less 

healthy?) 
• Retirement homes (is the population aging?) 
• Industrial and agricultural assets (is there a demand for work in these sectors?) 
• Student housing (are students looking for a place to live?) 

 
#2: Analyze specific REITs 
 
Once you’ve boiled down what type of REIT you’d like to pursue, you can then look at 
them individually. You should consider the following factors: 
 

• How much debt does the REIT have? REITs are notorious for leveraging 
aggressively. Many have capitalized on low interest rates and borrowed vast sums 
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of money. If there’s a steep rate hike in the future, it could put the REIT at risk. A 
famous example in Canada was League REIT, which filed for bankruptcy in 2014. 
 

• What is the REIT’s distribution history? Though the past doesn’t 
determine future performance, it’s helpful to look at how the REIT has paid its 
investors. Does it have a long track record of steadily increasing cash 
distributions? This information is usually made available on the REIT’s website. 
Look for an Investors’ section and then seek Distribution History. 

 
• Who are the REIT’s managers? As with any business, the skill and expertise 

of management is crucial. You should investigate the performance of the REIT 
under their supervision, as well as explore their previous experience. Pay 
attention to management’s forward-looking views and how it intends to navigate 
the waters ahead.  

 
• What price are you buying at? An individual REIT may be a fundamentally 

good purchase, but you may not reap the benefits if you buy it at the wrong time. 
Consider its current price against its historical one. You can do so through Google 
Finance. You should also examine analysts’ commentaries and try to assess 
whether its price is inflated, deflated or in-line with expectations. Note: this will 
be more challenging if your target REIT isn’t publicly-traded. You may want to 
seek help from an accountant. 

 
• Has AFFO increased over time? Adjusted Funds From Operations (AFFO) is 

calculated by adding net income, depreciation, amortization and then subtracting 
capital expenditures and profits earned from property sales. It represents a 
REIT’s free cash flow and is widely considered the best way to assess their 
performance. A REIT that increases its AFFO year over is a strong 
performer. Note: AFFO is not the same as FFO (Funds from Operations). 

 
• What is the REIT price when compared to performance? There’s 

another way to determine the attractiveness of a REIT’s price, beyond looking at 
a stock chart. You can divide its price by its AFFO. For example, if a company is 
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trading at $20 and has an AFFO of $200,000, the price/performance ratio will 
be 0.0001. If it traded at $22 last year and had an AFFO of $300,000, its 
price/performance ratio would be 0.00007. The latter is smaller, which indicates 
a better price in relation to how well it performed. If you bought in today, you 
could be paying a premium. 

 
• Is the dividend yield attractive? REITs distribute most of their earnings to 

investors. Though yield should never be the sole cause for a purchase, it’s an 
important factor for those who value income. Some disqualify assets if their yield 
falls below a certain amount (five percent, for example). Consider whether the 
yield is congruent with your goals. 

 
#3: Consider the REIT’s position in your portfolio 
 
When exploring if REITs are good investments, you should do so with a view to your 
own portfolio. Some, like me, find real estate investment trusts to be valuable because 
they are a relatively simple way to create income. They have a place in my holdings. But 
they may not be appropriate for others. 
 
Below are some questions to contemplate: 
 

• Do I want more exposure to real estate (including specific property classes)? 
• Where, geographically, do I want that exposure? Many REITs invest 

internationally. 
• Does the REIT’s income disbursements cater to my objectives? 
• Does the REIT fit into my tax plan? 
• How liquid is the REIT, and does that fit my needs? 
• Do I intend to hold the REIT for the long term? What’s my exit strategy? 

 
Conclusion: are REITs good investments? 
 
In general, I think REITs are good investments. They’ve long held a place in my 
portfolio and served as reliable income producing assets.Through them, I’ve gained 
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exposure to world-class properties that I couldn’t have bought alone. I also value their 
liquidity, which is something you don’t get with direct real estate purchases. 
 
As with all opportunities, some REITs will be better than others. Good management, 
good assets and a good price point are all factors that can shape a company’s profile. It’s 
incorrect to say that all REITs are good investments, because they aren’t. You’ve got to 
be able to pick the right ones. 
 
REITs also come with risks. Some are highly leveraged and many are precluded from 
buying deeply discounted properties because of their sheer size. Others are simply not 
poised to thrive in the modern economy. These all have to be considered when making 
your assessment. 
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The Dirty Little Secret About REITs 
 

Originally published: March 4th 2017 
 

I’ve long been an advocate for real estate investment trusts (REITs). For investors like 
me, who seek income producing assets, the REIT sector is a steady source of 
opportunities. It’s a good method of exposure to diverse and liquid real estate ventures. 
But for all the upside, there is one issue that I’d like to bring to light: REITs often 
overpay for their properties, thus hampering potential returns. This is widely known 
within the business, but not by the general public. Investors should recognize this risk. 
 
Why REITs often overpay for properties 
 
REITs are massive businesses. American firms like Simon Property Group and Public 
Storage have market caps of above $50 billion and $30 billion, respectively. Canadian 
giants like RioCan and H&R REIT hover around $7 billion. British businesses, like 
British Land Company, Great Portland Estates and Hammerson are similar in 
magnitude. Even private companies, like Centurion, surpass the $1 billion mark. 
 
With size comes power. One of the benefits of investing in REITs is that small 
shareholders can get access to otherwise unaffordable purchases. For example, most 
people couldn’t afford to buy the Empire State Building in New York, which in 2013 sold 
for $1.89 billion. But by investing in Empire State Realty Trust, they can own a piece of 
the landmark property, along with various other commercial holdings. 
 
However, the challenge with big companies is that they’ve got to generate returns on 
large amounts of cash. Each day that money sits in a bank account is a day of inactivity. 
It can detract from the firm’s earnings if it stays there for too long. Managers need to put 
it to work by investing it – and fast. A 6% annual return on, say, $200 million is $12 
million. For every day that the funds are not invested, shareholders are missing out on 
about $33,000. That often means REITs must make huge, bulk purchases of real estate. 
 
There’s nothing inherently wrong with large acquisitions. However, because of the 
pressure to buy big and quickly, many REITs are unable to find the best deals on the 
market. For example, as an individual investor, you might have an opportunity to flip a 
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$300,000 house for a 100% return. However, it would likely be ignored by a REIT 
because it’s too small. A company trying to invest $200 million has no time for small or 
medium-sized projects. It needs to get rid of its cash. 
 
By relegating themselves to minimum purchase amounts, REITs have limited 
opportunities. Further, most are mandated to invest in specific industries (commercial, 
healthcare, industrial, etc.) and geographies, rather than in real estate in general. A firm 
with $200 million on hand may try to make two purchases in $100 million batches. But 
there are only so many great deals available for that amount at any given time, especially 
within sub-sectors. It would have to locate large, lucrative projects that are for sale, 
which also fall under its investment guidelines. If nothing great exists, the REIT will 
probably settle for something acceptable. This can become an acute problem when the 
overall market is overvalued and other firms are competing for the same assets. 
 
As such, many REITs make “pretty good” acquisitions instead of “home-run” deals. 
Unlike small and nimble investors like you and me, they can rarely capitalize on fire 
sales and miscalculations. One of my associates, who sells commercial buildings to 
REITs, often scoffs and claims that they always overpay for his properties. For all their 
might and power, these firms face a serious handicap. 
 
Conclusion 
 
Should this deter you from investing in REITs? It depends. As I discussed in this 
article, I often make private (but illiquid) investments for the highest impact. After the 
deal exits, I’ll then move my profits over to a reliable passive income investment, like a 
REIT. They aren’t my best-performing assets, but they’ll probably always have a place in 
my portfolio. 
 
However, it is still possible to do very well with REITs. They aren’t just for beginners or 
the unadventurous. REITs, themselves, are often undervalued by shareholders and can 
thus trade at a steep discount. That can counter any overpaying for individual buildings. 
Further, REIT investors can receive healthy capital gains and revenue distributions. We 
should simply be aware of the types of properties that these businesses hold and the 
challenges they face with capital management. Every opportunity has its downsides. 
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Rent-to-Own Real Estate Investments: What You Should 
Know 

 
Originally published: February 7th 2017 

 
Rent-to-own real estate investments can be lucrative. They’re commonly sought by 
those seeking financial freedom because of their ability to both yield income and 
appreciate in value. They also provide a degree of stability and predictability. But 
contrary to what promoters might say, rent-to-own deals are not guaranteed. They come 
with risks that all investors should be aware of. In this article, I’ll discuss the basics of 
rent-to-own from an investor’s perspective. 
 
What is rent-to-own? 
 
A rent-to-own (sometimes called “lease option”) real estate deal is one where the tenant 
has the option to purchase the property from the owner at an agreed-upon price in the 
future. For example, if you were the home owner and I was the tenant, our contract 
might allow me to purchase the house I’m renting from you at any time in the next two 
years at $500,000. I don’t have to buy it from you, but I can. If I choose to buy, I’d then 
be exercising my option.  
 
How does a rent-to-own real estate investment work? 
 
A rent-to-own real estate deal usually involves three parties: 
 

• A tenant 
• A manager 
• An investor 
• Each party has its own objectives, which can be reached through a rent-to-own 

venture: 
• The tenant hopes to rent until he can afford to become a homeowner 
• The investor seeks an ROI 
• The manager aims to rent out the investor’s property and eventually sell it to the 

tenant 
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In general, there are five stages in a rent-to-own investment: 
 
#1: The manager identifies an investment property 
 
The manager identifies a potentially lucrative real estate opportunity, typically a single-
family home or condominium. The property will often have the possibility of producing 
monthly income from rent payments and may also appreciate in price. 
 
#2: The manager finds a rent-to-own tenant 
 
Once the manager has identified a suitable investment property, she then searches for a 
tenant to rent it to. Oftentimes, she’ll have a database of interested parties. A rent-to-
own tenant hopes to rent the home until he can afford to buy it. In many cases, he uses a 
rent-to-own program because he can’t qualify for mortgage. He often: 
 

• Recently migrated and does not yet have a credit history 
• Has a poor credit history 
• Has a short credit history 
• Can’t afford to make a down payment 
• Doesn’t have a stable income 

 
The rent-to-own program will usually require the tenant to make an up-front cash 
payment to the manager. This will often range from $5,000-$25,000. In exchange, the 
tenant will receive the option to purchase the property at a fixed price later on in the 
future (usually in less than five years). He has the unique ability to know what he will 
have to pay for the home several years down the road. 
 
Until then, he will do three things: 
 

• Pay rent to the manager 
• Save money to purchase the property 
• Build/rebuild his credit history 

 
#3: The manager finds an investor to purchase the property 
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The manager raises money from one or several investors to buy the real estate. Investors 
often find rent-to-own deals attractive because: 
 

• There is a clear exit strategy, since the tenant has an option to purchase the 
property in a certain time period 

• If the option is exercised, the investor then knows what price the property will 
sell for 

• If the option isn’t exercised, the property can still be sold to another buyer (albeit 
at an unknown price) 

• The rent charged to the tenant is often higher than market rates 
 
#4: The manager executes the deal 
 
Once the investor and the tenant are lined up, the manager then executes the deal. The 
investor buys the property and the tenant moves in. During the following years, the 
manager might do the following: 
 

• Provide credit counselling services to help the tenant build credit 
• Keep some of the rental income in trust to help the tenant afford to purchase the 

property (known as a rent credit) 
• Perform renovations on the property to increase its value 

 
If all goes well, the investor should earn consistent income from the property. 
 
#5: The tenant buys the property 
 
After a few years, the tenant exercises his ability to purchase the house at the previously 
agreed upon price. He has saved enough cash and has built a good credit history, so he 
qualifies for a mortgage. He buys the property from the investor and the deal is 
complete. 
 
Note: the manager will usually participate in both the rental income and the earnings 
from a capital gain. 
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Risks for investors 
 
Rent-to-own can be a great passive income investment. However, as with anything else, 
it has pitfalls. They can include: 
 
Borrowing hazards 
 
If there is only one investor involved in the deal, he will likely need to get mortgage from 
a bank in order to purchase the property. That can impact his credit score. He will also 
need to make interest/principal payments on the loan, which should theoretically be 
covered by the rental income. 
 
Amateur or non-compliant investment structure 
 
If there are a group of investors involved, the structure may require compliance with 
securities laws. A poorly-structured deal might not only be inefficient for tax purposes, 
but it may even be illegal. 
 
Poorly-written contracts 
 
Many rent-to-own management companies are “mom and pop” operations. Their 
contracts often lack the requisite protections that investors need. In many cases, 
they delegate all decisions to the discretion of the manager, even though he has taken on 
no financial risk. The investor has little control over his own money. 
 
A declining real estate market 
 
Some rent to own companies tout their deals as risk-free because of the option clause. 
They posit that an exit is virtually guaranteed. However, the tenant may not be able to 
purchase the home in the future. If his credit does not improve, if he loses his job, if he’s 
forced to move or if his income isn’t sufficient, the option may be unviable to exercise. 
He might even simply lose interest in buying. 
 
In the event that the option isn’t acted on, the deal will become like any other real estate 
investment. The manger will try to sell it to another buyer. But if the property can’t be 
sold for more than what it was purchased, then the investor will lose money. 
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A non-diverse, long term relationship 
 
In a rent-to-own deal, the investor must trust that the manager will be present over the 
course of three to five years. He will rely on the manager to look after the property and 
work with the tenant to help improve his credit. The investor will be exposed to great 
risk if the management company folds or reneges on its obligations. 
 
Tenant loss 
 
While the tenant has paid cash for his option to buy, that doesn’t guarantee 
permanency. There is always a risk that he might move out. If that happens, the investor 
will still need to sustain his mortgage payments. 
 
Illiquidity 
 
The investor will likely be unable to sell the real estate until the tenant’s option expires. 
Until then, his money will be tied up in the property. 
 
Conclusion 
 
A good rent-t0-own deal can be great for all involved. The tenant can become a 
homeowner. The investor buys an income producing asset and earns an ROI. The 
manager takes his fees. It’s a creative real estate investment structure. There are also 
mechanics in place that set up a reasonable exit strategy. But rent-to-own is neither 
guaranteed nor is it always secure. You should have a good grasp of the numbers 
involved and should ensure you are protected in the agreements. You might even 
consider the assistance of a lawyer. 
 
Read this article to help assess your investment risk. 
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Are MICs Good Investments? Yes, If You Find the Right 
Ones 

 
Originally published: September 8th 2015 

 
Mortgage Investment Corporations (MICs) are popular purchases for Canadians. They 
expose retail investors to the timeless business of real estate-secured lending. They’re 
also an income producing asset, since they distribute earnings each month. But are 
MICs good investments for everyone? Isn’t the property business sometimes risky? 
What makes one MIC better than another? This article will address those questions. 
 
What is a mortgage investment corporation? 
 
A MIC is a type of business structure that’s defined by Canada’s Income Tax Act. It was 
introduced to encourage liquidity and robust financing in a growing real estate market. 
A MIC is a corporation that lends money to people and companies in Canada, and earns 
revenue mostly by charging interest and fees on its loans. All of its net earnings are 
flowed-through to investors. A MIC, itself, does not pay taxes, although its investors do. 
Most MICS are TFSA and RRSP eligible. 
 
As collateral for a loan, among other things, a MIC will register a mortgage (sometimes 
called a security interest or a lien) against the borrower’s property. If the borrower 
defaults on its obligations under the loan agreement, the MIC may take possession of 
the real estate and try to sell it in order to recoup its investment. 
 
How is a MIC different from a bank? 
 
The only real commonality between a MIC and a bank is that they are both in the 
mortgage lending business. However, MICs are not deposit-taking institutions (you 
can’t open a savings account with them, etc.) and focus solely on real estate lending. 
While banks usually issue long-term loans (25-year mortgages, lines of credit, credit 
cards), MICs often deal with shorter-term financing (3 months to 10 years). 
Here’s a standard example of a MIC loan: 
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John is a real estate developer who owns an apartment building. The property has a 
bank mortgage on it, but he hopes to refinance with a loan from a different bank at 
more favourable terms. 
 
Before refinancing, however, John wants to try to increase the value of the building. 
That way he could probably secure a larger loan from the second bank. He believes 
can raise its value by $800,000 if he invests $500,000 into renovations. Not only 
would it look nicer, but he could then likely increase tenant rents, thus driving up the 
asset’s worth. 
 
John borrows the money from a MIC for six months (sometimes called a bridge loan) 
and uses it to complete the refurbishments. After they’re complete, he’s able to secure a 
large loan at a low interest rate from the second bank, and uses it to repay the first 
bank and the MIC. He’s now got a higher-revenue building with lower interest 
expenses, and thus increased its profitability. 
 
Further, mortgage investment corporations are accustomed to unconventional deals 
that are too “out of the box” for banks. They have the flexibility to be creative and can 
finance borrowers that are rejected by traditional lenders. In return for quick and 
creative money, MICs will charge a higher interest rate than most banks. 
 
Privately-held vs. publicly-traded MICs 
 
Some MICs trade on the stock market, while others are privately-held. Public MICs are 
often larger and more liquid. Their share prices can fluctuate frequently, making it 
easier for investors to buy in at a discount. For instance, a MIC with a portfolio of loans 
that bear an average interest rate of 8% might trade at a steep bargain, giving new 
investors a yield in the double-digits. Conversely, people can also buy in at the wrong 
time and overpay. 
 
Private MICs are often exempt market products that are issued through an offering 
memorandum. They’re usually a fraction of the size of their public counterparts. While 
investors can’t sell their shares as easily, these MICs can be nimbler and more flexible 
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with their loans. Moreover, investors aren’t subjected to the volatility of the stock 
market. 
 
Are MICs risky? 
 
It’s not possible to paint every MIC in the industry with the same brush. Each one has its 
own mandate. Below are a few factors that can impact the risk profile of a MIC. You 
should focus on these while doing your research. 
 
Competent management 
 
Nothing can replace a competent and experienced management team. Good managers 
are able to find credit-worth borrowers who provide a healthy balance between risk and 
return. They operate the MIC for the sole benefit of its shareholders. 
 
Lower LTV ratios 
 
A loan-to-value (LTV) ratio expresses the size of a loan against a property’s price. For 
instance, if you loaned $400,000 to me and secured it against a $500,000 house, the 
LTV would be 80% of the deal. There is only $100,000 of equity left in the real estate. 
A lower loan-to-value (LTV) ratio leaves room for real estate prices to fall. If property 
prices drop too much and the borrower defaults on the loan, there may not be enough 
equity for the MIC to recoup its investment. To continue with the above example, if I 
defaulted on the loan the house price fell to $400,000, you’d run a serious risk of losing 
money. 
 
As a rule of thumb, MICs with an average LTV of above 75% are considered riskier. 
 
Saleable collateral in liquid markets 
 
Some MICs take raw land or unconstructed real estate as collateral. These can be harder 
to sell if they are foreclosed on. A MIC would likely have an easier time liquidating if the 
collateral was a developed, in-demand property in a larger city with stable prices. 
 
Mortgage seniority 
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MICs often provide second and third mortgages. That is, there’s already a mortgage on 
the property from another lender, usually a bank. If the property is foreclosed on and 
sold, the highest ranking creditors are repaid first. There may not be enough equity to 
repay a MIC in a junior position. 
 
Rights for shareholders and unitholders 
 
Depending on the offering, some MICs give few or no voting rights to their shareholders. 
If management underperforms there’s little that investors can do about it. 
 
Asset allocation 
 
Though it seems counterintuitive, MICs don’t have to invest solely in mortgages. As little 
as 50% of its portfolio can be vested in residential mortgages or cash/cash equivalents. 
The rest could be in any Canadian business. It’s rare for a MIC to veer too far away from 
mortgage lending, but it’s possible in theory. If that happens, the risk profile could be 
materially impacted. Never assume a MIC will only participate in mortgages. You should 
read its offering memorandum or prospectus to see what investments it can make. 
 
Type of borrowers 
 
Who a MIC lends to can affect the risk it carries. If it has a heavy concentration of pre-
revenue borrowers (providing construction financing, for example), it could threaten the 
chances of repayment. A MIC should have strict lending policies in place to ensure that 
its borrowers can fulfill their obligations. 
 
Conclusion: Are MICs good investments? 
 
As with most assets, the performance of each mortgage investment corporation can 
vary. For instance, some MICs with large exposures in Alberta suffered between 2014 
and 2016 (like CareVest Senior MIC), after collapsing oil prices caused widespread loan 
defaults and free-falling property prices. Others have delivered consistent stellar 
returns. 
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Whether a MIC is a good investment is a personal evaluation. Each investor has her own 
needs and tolerance for risk. In my case, I’ve made successful investments in various 
MICs, including Trez Capital, KV Capital and Timbercreek. 
 
After reaching financial freedom and eventually leaving my job, I began to rely mostly 
on my portfolio for income. As such, I now look for MICs with yields that are above 10%. 
Since it’s rare to find those in private placements, my current holdings are all on the 
Toronto Stock Exchange. There, I can locate undervalued companies and take advantage 
of high yields. 
 
In my opinion, MICs are generally good passive income investments. They will continue 
to play a role in my portfolio. Here’s a list of MICs that you can explore during your due 
diligence. 
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Understanding Syndicated Mortgage Investments 
 

Originally published: February 5th 2017 
 
A syndicated mortgage is a real estate-backed loan that is owned by multiple investors. 
It’s a popular income producing asset because of its potential for steady revenue and 
security in property. But syndicated mortgages can also come with risks. Regulators are 
increasingly concerned that “mom and pop” investors don’t adequately understand what 
they’re buying into. In this article, I’ll explore the fundamentals of syndicated mortgage 
investments and address what you should know before considering one. 
 
What is a mortgage and how does it make money for lenders? 
 
A mortgage is a loan that’s secured by real estate. As collateral for the debt, 
a lien or security interest is placed against the borrower’s property, which is then 
registered with the appropriate government authority. When the property is sold, all of 
the proceeds are used to pay off the registered debts (based on the order of registration 
date). The borrower can keep anything left over. 
 
Mortgage loans are generally governed by a loan agreement or a promissory note. If the 
borrower defaults on his obligations under the agreement, the lender can usually recall 
the loan and foreclose on the real estate if it isn’t repaid. 
 
Mortgages are often considered the best type of collateral because they are registered 
against tangible real property. If a borrower does not want to repay a lender, he cannot 
simply run away by picking up his house and moving it. So long as the property’s value 
is greater than the debts placed against it, the lender has a reasonably high level of 
security. 
 
As with all loans, lenders can profit from a mortgage by charging interest and fees to the 
borrower. 
 
How does a syndicated mortgage differ from a “regular” 
mortgage? 
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A “regular” mortgage is issued by a single lender, often a bank. A syndicated mortgage is 
one loan that’s owned by multiple investors, who are referred to as “co-lenders.” For 
example, if you, me and two others pooled our money equally and syndicated a 
mortgage loan, we’d then split the profits and losses four ways, too. It’s not uncommon 
for a larger syndicated mortgage to have hundreds of individual investors. Syndicates 
are usually represented by an administrator, which charges a fee to the borrower for its 
services. 
 
Income from group-funded loans is usually divided proportionally to the amount 
invested in the loan. Each co-lender has a “pari passu” or equal interest in it. However, 
some syndication agreements give certain investors priority over others. This is an 
important detail to note during due diligence. 
 
It is also possible to participate in a syndicated mortgage after the loan has been 
advanced. To continue with the example above, you could later sell your position in the 
mortgage to an outside investor. Although, these investments are highly illiquid. Exiting 
via a sale to a third-party may not always be feasible and could be subjected to securities 
laws.  
 
What’s the difference between a syndicated mortgage and a MIC? 
 
Though mortgage investment corporations (MICs) and syndicated mortgages are part of 
the same industry, there are key differences between them. A MIC is a company that 
raises money from investors and subsequently makes mortgage loans to a portfolio of 
borrowers. Investors own shares in the MIC, but do not have a direct position in the 
individual loans. The relationship between an investor and a MIC is not one of 
borrower/lender. The investor is a stockholder or unitholder in the MIC, not a creditor. 
 
Are syndicated mortgages risky investments? 
 
Like any loan, the risk is a function of the market, the collateral and the borrower’s 
credit-worthiness. Some syndicated mortgage investments are virtually bulletproof, 
while others are crammed with hazards. Here are some important factors to consider: 
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• What is the syndicated mortgage’s priority? It is a first, second, third or fourth 
mortgage? The higher the priority, the lower the risk. 

• What is the loan-to-value (LTV) ratio of the property? The higher the LTV, the 
greater the risk. 

• Are real estate prices expected to rise or fall during the course of the loan? If they 
are expected to fall, does the LTV account for that risk? 

• Is the syndication administrator competent? Will it look out for your interests? 

 
Do syndicated mortgages have higher interest rates? 
 
The interest rate for a syndicated mortgage is often between 8-15% per year. This is 
because they are usually second or third mortgages funded by private investors. 
 
Why is there controversy around syndicated mortgages? 
 
Syndicated mortgages are often touted as risk-free investments because of their security 
in property. But as the Financial Services Commission of Ontario notes, “secured” does 
not equal guaranteed. Investors are frequently unaware that their mortgage is ranked 
behind other registered loans. If the borrower defaults, then the earliest lenders will be 
repaid first. If there is not enough equity left in the property, syndicated mortgage 
investors will likely lose all or part of their capital. 
 
These opportunities garnered widespread media attention in Toronto in 2016.  
 
Thousands of retail buyers there pooled tens, even hundreds, of millions of dollars into 
syndicated mortgages to fund sprawling condominium developments. In addition to the 
investors’ insufficient knowledge about risk, there is concern that the city’s real estate 
market could cool. Further, successful repayment of these loans is often contingent on 
the sale of all of the condo units in the building. Slight changes to the market can cause 
material threats to investors. 
 
In August 2016 a $27 million lawsuit was filed against Fortress Real Capital, Inc. and 
others. It alleged wrongdoings related to a failed investment in the Mady Collier 
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Centre in Ontario that obliterated a mortgage syndicate largely funded by retail 
investors. 
 
Are syndicated mortgages considered securities? 
 
It depends on the jurisdiction. In most provinces in Canada, syndicated mortgages are 
deemed to be securities and are regulated by the local securities commissions. That is 
not the case in Ontario, however. 
 
Conclusion 
 
Syndicated mortgages are viable passive income investments. They can earn revenue 
through fees and interest charges, and are secured by real estate. But note that the term, 
“security,” refers to the fact that it’s a registered debt against property. It does not mean 
that the investment, itself, is secure. Each opportunity is different and should be 
assessed accordingly. 
 
As with most investments, participating in a syndicated opportunity is a complex 
transaction. You should read the governing agreements closely. Oftentimes, the fine 
print reveals risks that are not evident in marketing material. Here’s an article to help 
you make more informed investment decisions. 
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Lien Priority: Understanding First, Second and Third 
Mortgages 

 
Originally published: January 10th 2017 

 
Real estate investors, lenders and shareholders in property-based funds 
(including REITs and MICs) should be aware of a concept called lien 
priority. Specifically, they should understand what first, second and third mortgages are 
and how they can impact an asset’s performance. This is an important aspect of the due 
diligence process that many retail buyers bypass. I’ll illustrate lien priority in the 
following example. 
 
Borrowing money to make real estate investments 
 
Sherry is a real estate investor. She specializes in buying homes below market value, 
performing large renovations and flipping them for profit in under six months. Her next 
project is a one-bedroom house in the outskirts of Calgary, Alberta. 
 
The house is listed for sale at $200,000. Sherry plans to purchase it with 40% down 
($80,000) and to finance the rest with a bank mortgage loan. Her local bank issues a 
$120,000 loan to her and subsequently registers a mortgage against the house. This 
called a first mortgage, since it is the first debt on the property. 
 
A mortgage (sometimes called a lien or registered security interest) is a clasp that is 
placed on real estate to ensure the repayment of a debt. It forces owners, like Sherry, to 
repay the loan before being able to refinance the property or profit from a sale. For 
instance, if she was to sell the house for $250,000, the balance of the loan would be 
repaid with the proceeds. Sherry would then keep anything left over. If she was to repay 
the loan without selling the house, the bank must deregister the mortgage so that the 
property can be free and clear of debt.  
 
Unfortunately, Sherry’s house-flipping plans get derailed. Her renovation costs 
exceeded her original expectations and she needs to borrow more money to finish the 
job. Since her bank won’t extend additional credit, she approaches a smaller financial 
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institution for a second loan. It understands the challenges that come with real estate 
investments and is happy to oblige. 
 
The second bank lends Sherry an additional $40,000 and registers a second 
mortgage against her property. It ranks behind the first mortgage, meaning that if 
Sherry sells the house, the first bank must be repaid before the second one. Since the 
second bank’s priority is subsequent to the first bank’s, and has thus taken on more risk, 
it charges a higher interest rate on the loan. If the house sells, both banks must be 
repaid before Sherry can earn a return. 
 
Despite her attempts, the cost of the two mortgages and a sagging real estate market 
have jeopardized Sherry’s investment. What was once a promising venture is turning out 
to be a disaster. She desperately needs cash to keep the project alive. Knowing that a 
bank wouldn’t meet her needs, Sherry approaches a mortgage investment corporation 
(MIC) for yet another loan. She knows this is her last shot before the deal implodes. 
 
The MIC specializes in third mortgages. It lends to borrowers like Sherry, but charges 
exorbitant interest rates to compensate for its risk. Third mortgages are far down in the 
capital ladder and can be diminished if a property’s price declines. She takes a $30,000 
loan from the MIC, leaving only $10,000 of equity in the house (a 95% loan-to-value 
ratio). 
 
Predictably, the MIC’s loan did not save the deal. Sherry had deeply underestimated her 
renovation costs and the project is no longer viable. She chooses to cut her losses and 
sell the house. But since market prices fell, the best offer she received was for $180,000. 
Upon the sale, the first bank was repaid its $120,000 loan. After which, the second bank 
received its $40,000. However, the MIC only recouped $20,000 of the $30,000 it 
issued to Sherry. There simply wasn’t enough equity left in the home to cover the rest. 
The MIC is then forced to pursue her in court for the balance, which can be a lengthy 
and inefficient process. 
 
The correlation between mortgage rank and risk 
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The above example demonstrates that mortgage risk is directly related to priority. If 
Sherry’s house had declined in value by 50%, the second lender would have also 
incurred losses. The higher up the lender is on the capital ladder, the more seniority it 
has for repayment. That’s why third mortgages are generally considered to be among the 
riskiest conventional secured loans and usually have higher interest rates. Though 
they’re exceedingly rare, fourth mortgages do exist, too. 
 
While lien priority is important for all real estate investors, it’s especially so for people 
who participate in hard money lending opportunities, syndicated mortgages, mortgage 
funds, mortgage investment corporations and mortgage REITs. These are all directly 
impacted by where their holdings are on the capital ladder. If you’re investing in a pool 
of mortgages, such as a MIC, the issuer should disclose its various priorities in the 
prospectus or offering memorandum. For instance, it might tell you that 20% of its 
loans are in first rank, but the remaining 80% are third mortgages. As such, it is 
probably a riskier investment.  
 
Keep in mind that a low priority does not automatically equate to ultra-high risk. It is 
quite possible for a third mortgage to be well secured if there is enough equity in the real 
estate. In Canada and the US, that generally means not exceeding an 85% loan-to-value 
ratio. However, if you’re partaking in low-rank mortgage deals, make sure you’re being 
compensated for your risks. It’s not uncommon for funds to overpay managers while 
underpaying peril-exposed investors. 
 
Bonus: a first mortgage can be often outranked by the government. If a borrower 
owes taxes, the government can register a security interest ahead of the first lender. 
Thus it’s also important to vet a borrower’s tax obligations. 
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Loan to Value Ratio: a Cornerstone of Mortgage 
Investments 

 
Originally published: January 9th 2017 

 
People are often attracted to mortgage investments because of their potential for income 
payments and strong risk-adjusted returns. Such opportunities, whether made directly, 
through syndications, MICs or mREITs, allow the investor to lend money to a borrower 
in exchange for interest. A mortgage is registered on the borrower’s property until the 
loan is repaid. If the borrower defaults, the lender can then attempt to recoup its capital 
by taking possession of the real estate. 
 
Before considering a mortgage investment, you should be familiar with a concept called 
the Loan-to-Value (LTV) Ratio. The LTV is one of the best insights into the risk profile 
of a mortgage opportunity. 
 
Understanding loan-to-value 
 
The LTV is a calculation that expresses a mortgage amount against the value of a 
property, as a percentage. For instance, if you lend $200,000 and registered a mortgage 
on the borrower’s otherwise unencumbered $500,000 house, the loan-to-value of the 
real estate would be 40%. That means 40% of the property’s value is eaten up by debt, 
and it has equity of $300,000. If you’re forced to foreclose on the home, you know that 
your capital will probably be protected so long as the house price doesn’t fall by 
$300,000 (60%).  
 
While not impossible, it’s rare for real estate prices to fluctuate that drastically, 
especially in the short and medium term. Judging by LTV, alone, that example probably 
isn’t too risky. 
 
However, if there was already a $110,000 mortgage on the home ahead of yours, the 
LTV would increase to 62% (the $110,000 loan + your $200,000 loan ÷ the $500,000 
house price). That means it would only have to fall by 38% before you run a serious risk 
of losing money if there’s a default. If the first loan was $250,000, the LTV would then 
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be 90%. It’s foreseeable for a piece of real estate to decline in value by 10% at any given 
time. 
The higher the LTV, the greater the risk. Interest rates usually rise and fall along with 
the ratio, too. A lender might only charge 5% in annual interest on a 40% LTV deal, but 
would likely want to reflect the risk he’s taking on a 90% LTV by charging 14 or 15%. 
 
Where to find the LTV in an investment opportunity 
 
The loan-to-value of a direct or syndicated mortgage deal is easy to figure out. Simply 
divide the sum you are lending by the property price, and then multiply it by 100 to 
convert it to a percentage. 
 
For example: 
 
Loan amount: $200,000 
Property price: $500,000 
$200,000 ÷ $500,000 x 100 = 40% LTV 
 
The loan-to-value is less apparent if you’re investing in a mortgage fund like a Mortgage 
Investment Corporation or a Mortgage REIT. These pools generally invest in multiple 
mortgages, which might each come with their own LTV. In such cases, it’s important to 
find the portfolio’s average LTV. This should be disclosed in its prospectus, private 
placement memorandum or offering memorandum. I avoid funds, like this one, that 
don’t. 
 
Conclusion 
 
Understanding the loan-to-value ratio is crucial for all mortgage investors. It’s a basic 
calculation that can help determine the risk involved with a given deal. I typically 
participate in mortgage investments with a maximum LTV of 80%. If it goes any higher, 
I will likely have requested additional collateral, such as third-party personal guarantees 
and insurance policies. 
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In my opinion, retail investors frequently err by earning too little interest for the risk 
they take. I have seen mortgage deals with an LTV of 90% that only pay 4% in interest. 
This is especially common in MICs, where investors’ returns are diluted by management 
fees and expenses. As a rule of thumb, I need to see 1.2% of interest (paid to the 
investor, not the fund) per 10% LTV before I’ll consider an opportunity. 
 
Despite its importance, don’t rely solely on LTV to assess an opportunity. Other factors, 
including loan maturity terms and lien priorities, can influence the performance of a 
mortgage-backed investment. If you’re planning to make a private mortgage investment, 
I’d recommend reading this article to aid with your due diligence. 
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What Are Stocks, Really? 
 

Originally published: February 17th 2017 
 

Stocks are one of the most commonly made investments. Just about every investor has 
exposure to them, either directly, through a mutual fund or via another managed 
product. But ironically, many don’t fully understand what a stock is. Their 
comprehension often ends at “I’m investing in a company.” 
 
Obviously, that depth of knowledge is insufficient. You have to know what you’re 
investing in if you want to create a lucrative portfolio. It’s otherwise impossible to 
perform due diligence or make wise trading choices. 
 
This article will break down the fundamentals of a stock. It will discuss the mechanics of 
the markets and what it means to be a shareholder. 
 
The basic structure of a company 
 
To gain an understanding of what stocks are, we should first grasp some key details 
about how a company works. You should know how a “privately-held” business 
progresses to a “public company.” 
 
There are different types of business structures: corporations, partnerships, sole 
proprietorships and trusts, etc. They each have their own legal and tax implications. 
Companies that trade on the stock market are usually (not always) corporations, so we’ll 
focus on them here. 
 
Corporations 
 
A corporation is owned by shareholders. There are different types of shares, but for this 
discussion we’ll focus on the foundation: common shares. In general, common shares 
have two important rights: 
 

• The right to vote 
• The right to receive profits 
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Whoever owns those shares therefore has the ability to vote and earn dividend payments 
from the company. Those rights are allocated proportionately to ownership. For 
example, let’s say you and I form a corporation together and decide to be equal partners 
in it. From the outset, we determine that the business should be comprised of 100 
common shares; 50 for you and 50 for me. 
 
Dividend payments must be paid evenly to each share. So if our company paid a 
dividend, it would then have to be split 100 ways because there are 100 common shares. 
We each own half of the shares, so we’d each earn half of the dividends. 
 
If there was an important decision that needed to be made, you and I would vote on it. 
Since there are 100 common shares, there are 100 votes available. We each have 50 
votes because we each own 50 shares. 
 
What is a stock? 
 
A stock is a share. They are interchangeable terms. In the above example, it would also 
be accurate to say that we each own 50 stocks in our business. 
 
What is a stock market? 
 
Let’s now fast-forward a few years. Our business is booming, but we need more capital 
to expand. We explore several ways to raise money from investors and decide that the 
best method is to create more shares and sell them on the stock market. The proceeds 
from this sale would go to fund our company. 
 
We issue 200 new shares in the business, but there’s a trade-off. If they are all 
purchased, our ownership in the company will decline significantly. There would then 
be 300 shares instead of 100. We would still each have 50, but that would mean we only 
receive: 
 

• 50 votes out of 300, so we no longer control the business 
• 17% of the profits paid by the company 
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Despite the drawbacks, we think the influx of capital from a share sale would make the 
business more valuable. A small portion of a big company is better than a big portion of 
a small one. 
 
We sell (or “list”) the 200 new shares on the New York Stock Exchange (NYSE). This is 
called an Initial Public Offering (IPO) because it’s the first time we’re offering our shares 
to the general public. It’s known as “going public.” Each share sells, so our ownership in 
the company has been diluted. There are now: 
 

• 300 votes 
• 300 people entitled to receive profits 

 
Trading stocks 
 
After the IPO, our shareholders can sell their stocks to other people on the stock market. 
Stock prices are a function of supply and demand. If there is a high demand for those 
shares, the stock in our business will rise in value. If there are more shares for sale than 
there are buyers, the price will decline. 
 
You’d be forgiven for thinking that the most profitable companies have the most 
expensive stocks. After all, if they’re lucrative, wouldn’t there be a high demand for 
them? In fact, share prices are powered by investors’ expectations. If they believe a 
company will perform well in the future, then they will buy more of its stock and its 
value will therefore increase. Conversely, if investors lack confidence in a business, they 
will sell its stock and it will decline. 
 
However, investors are often wrong. They are frequently irrational. Rumours and news 
reports can cause them to miscalculate. As a result, there are many outstanding 
companies that trade at a discounted price because they were oversold. Buying shares in 
wrongly-priced firms is called value investing. I’d recommend reading The Intelligent 
Investor, by Benjamin Graham, to learn more. 
 
Income investing 
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Stocks can be passive income investments. Instead of buying low and selling high, you 
can hold onto them for their dividends. 
 
What this all means for stock investors 
 
When investors buy stocks, they are purchasing the right to vote and receive profits 
from a publicly-traded company. They become owners of it. They have a vested interest 
in seeing the economy, the relevant industry and the specific business perform well.  
 
Investors can make money by: 
 

• Selling their stocks for more than what they paid for them 
• Earning dividends and profits from their shares 
• “Shorting” their shares. 

 
Conclusion 
 
People often say that stocks aren’t tangible assets, but that’s false. They are shares in 
real businesses that are subject to price fluctuations depending on the demand for them. 
They are not invisible abstracts that financial advisors and brokers sell. It’s important to 
understand what stocks are if you plan to include them in your portfolio. 
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Dividend Growth Investing: Increase Your Stock Income 
Annually 

	
Originally published: March 6th 2017 

 
Dividend growth investing can be an effective way to build passive income. The premise 
is to buy stocks that have a long history of increasing their dividends each year. If the 
trend continues, then investors’ incomes will also climb in the future. Beyond 
establishing a growing revenue stream, dividend growth stocks indicate financial health 
and a willingness to reward shareholders. 
 
What are dividends? 
	

A dividend is a cash payment made by a company to its shareholders. When 
management determines that the firm has a surplus of money, it may declare a 
dividend. Publicly-traded firms usually express dividend amounts as a certain number 
of cents per share. For example, it may declare that all common shareholders will 
receive $0.04 per share that they own. If you owned 5,000 shares, then you would be 
paid $200. 
 
Why are dividend growth stocks generally seen as healthy 
businesses? 
	

If a company has a long history of increasing dividend payments, that indicates that its 
financial position has constantly improved. Perhaps revenues or profits continuously 
climbed, expenses  or debts decreased or management became more effective at 
allocating cash. But the ability to pay more and more to investors probably wouldn’t 
have been possible if the business wasn’t advancing. 
 
Dividend growth is not a guarantee of health, however. For example, management 
might dip into a company’s cash reserve to prop up payments. That could mean risking 
the security of the business in order to increase payments to shareholders. Instead, 
dividend growth is one metric that can be used to assess the financial position of a 
business. 
Why are dividend growth stocks loved by income investors? 
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As income investors, we want our cash flow to increase over time. A dividend growth 
stock indicates that a single purchase will provide for that. We won’t have to invest more 
for our incomes to rise, since the company will likely continue to escalate its payments. 
 
How long does the growth history have to span? 
	

Longer is better, but there is no rule. I prefer to see continuous growth from the day the 
stock started to pay dividends. There should at least be a five-year history. Some 
companies have done it for decades. 
 
How high should the dividend growth be? 
	

It doesn’t matter to me. I just want to see the amount increase steadily over time. Others 
look for a certain annual percentage growth. 
 
Does growth frequency matter? 
	

In my opinion, it does. A stock that increased its dividend once every five years for the 
past 40 years is less attractive to me than one that does so annually. Don’t expect it to do 
it quarterly, though, as that’s probably too aggressive. 
 
How to tell if a stock qualifies as “dividend growth” 
	

It’s easy to find out whether a stock has increased its dividend payments over time. All 
of that information is available on its website, usually under the “Investors” or “Investor 
Relations” section. The quickest way to find it is to google “[insert company] dividend 
history.”  
 
For example, here’s how I’d find Coca Cola’s dividend history and assess whether it 
qualifies as a dividend growth stock. 
 
#1: Search for “Coca Cola dividend history” 
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When you google “coca cola dividend history,” it shows up as the second search result. 
You should always use the official company website. Third-party information could be 
inaccurate. 

 

#2: Look for the “Amount” column in the “Dividends” area 
 
Depending on the layout of the website, you might have to click around to find the 
“Dividends” or “Dividend History” section. But once you locate it, look for 
the “Amount” column. That’s how many cents per share were previously paid by the 
stock. That’s the number you want to see increase. Here’s the full dividend history for 
Coca Cola. 
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#3: Draw your conclusions 
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Coca Cola is interesting because its dividend declined in 1986, 1990, 1992 and 2012. But 
in those years, the company performed “stock splits,” where it doubled or tripled the 
number of shares each person owned. The cash per share decreased, but the amounts 
received by investors continued to rise. Just as dividend hikes don’t automatically mean 
good news, falling dividends aren’t always bad. Context is important. 
 
From the Coca Cola table, we can tell that the firm increased its dividend every year 
since 1965. It easily qualifies as a dividend growth stock. 
 
A non-qualifying example 
 
Below is an example of Potash Corp. The firm has paid a dividend each quarter since 
1990, but began to slash it in 2015. It’s a declining dividend stock. 

 

Conclusion 
	

Dividend growth stocks can be great income producing assets. A company that regularly 
increases its cash distributions has a good chance of being a solid buy. Further, if the 
stock is undervalued, you can potentially reap a hefty capital gain. 
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However, it’s important to remember that the past is not always predictive of the future. 
Potash Corp. had increased its dividend consistently since 1990. But with slumping 
commodity prices, the firm was forced to slash it in 2016. 
 
When assessing a dividend growth stock, you should take into account potential future 
performance. You may want to use a list of qualifying companies as a baseline and 
narrow down from there. Consider fundamental economic questions, like “Will this 
business be relevant in the next ten years?” and “Can it adapt to rapidly-changing 
technologies?” Most importantly, “Can it continue its history of boosting dividends?” 
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Pre-IPO Stocks: What to Know Before Investing 
 

Originally published: March 8th 2017 
 
Buying a pre-IPO stock is a tantalizing prospect, no doubt. Imagine investing like Sheryl 
Sandberg and Peter Thiel, who bought into Facebook before it listed on the NASDAQ in 
2012. Consider joining the ranks of Evan Spiegel and Bobby Murphy, whose Snap, Inc. 
(SnapChat) went public in 2017, raising over $30 billion. One good pick could turn you 
into a millionaire – or better. But finding companies that are ripe for an IPO (initial 
public offering) is difficult and risky. It’s also not always glamorous or successful. Here’s 
what you need to know. 
 
What is a pre-IPO stock? 
 
A pre-IPO stock is a company with the potential to list on the stock market. Investors 
aim to buy in while it’s relatively small and privately-held. They then cash out when 
shares in the business are sold on a large stock exchange. The ROI can be huge. 
 
It’s difficult to tell whether a stock is pre-IPO until it’s already been listed. By then it’s 
too late. But such a company will usually have two characteristics: potential for 
explosive growth and a great story. You should ask the following questions when 
determining whether you think a business could one day go public: 
 

• Could this company have thousands, if not millions, of customers? 
• Could it become an international firm? 
• Is its industry growing rapidly? 
• Does it have a story that investors can buy into? 
• Could it become a billion dollar business? 
• Is there a demand for this kind of investment? 

 
There are a few websites that sell shares in companies that could eventually 
trade publicly. 
 
They include EquityZen, SharesPost,Equidate, OurCrowd and SeedUps. Note: I haven’t 
vetted or used any of these sites before. 
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Pre-IPO stock risks and misconceptions 
 
There are plenty of risks involved with investing in a pre-IPO stock. There are also 
misconceptions that many aren’t aware of. Here’s a short list. 
 
#1: Any company could be “pre-IPO” 
 
A good promoter can make a case for any company to be a pre-IPO stock. He can entice 
an investor with the prospect of “getting in now before it goes public.” In theory, he 
wouldn’t be wrong. Your local corner store could be “pre-IPO.” But it will probably 
never be more than that. 
 
Be cautious of firms that market themselves as prospective public companies. Many are 
scams. Going public should be one exit strategy for an investor, but it should never be 
the sole option. 
 
#2: Listing on a stock market is actually fairly easy 
 
Contrary to the perceived glamour of becoming publicly-traded, it’s actually quite easy 
to list a business on a stock market. There are several small exchanges across the world 
that will accept a public listing for a fee. These markets are far less liquid (few trade on 
them) than ones like the NYSE, TSX, ASX and FTSE. They’re homes for countless 
defunct penny stocks. 
 
Indeed, simply going public isn’t enough to cash out. You need to go public on a market 
where people will buy your shares. There’s a big difference between listing on 
the OTCQX and the New York Stock Exchange. 
 
#3: IPOs are not always lucrative 
 
Not all IPOs work out, even if they list on a large market. If there isn’t a demand for the 
stock, then people may not buy your shares. For example, King Digital Entertainment, 
the creator of the Candy Crush app, saw its stock price fall by 16% on its first trading 
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day. GT Solar and Rackspace Hosting stocks plummeted on their debut, too, during the 
economic bloodbath of 2008. 
 
#4: Shares are illiquid until the IPO 
 
Shares in a privately-held firm are difficult, sometimes impossible, to sell. If the 
company doesn’t go public, your capital could be tied up for a long time, if not forever. 
Be prepared to make a long term investment. 
 
#5: Regulatory concerns 
 
Pre-IPO stocks are exempt market/private placement securities. There are laws that 
govern how (and if) these shares can be sold. To invest in one, you’ll likely need to 
receive an offering or private placement memorandum (OM/PPM) and sign a 
subscription agreement. Otherwise, you’ll need to be an accredited investor or rely on 
certain exemptions under the relevant securities act. 
 
Illegally raising money from investors is one of, if not the most, common violations of 
securities law. If a company gets caught, it could face steep fines that threaten that value 
of the investment, itself. Ensure that the firm is compliant before buying into it. Many 
early issuers are unaware of the law. 
 
#6: Unknown share characteristics 
 
If you’re a later investor in a privately-held business, prior shareholders may have 
certain rights that you don’t. For example, they might be entitled to receive IPO earnings 
before you. Or their votes could carry more weight than yours. Perhaps their shares will 
be listed, while yours won’t. Before investing, make sure you know what your 
counterparts were given. You could find yourself at the back of the line, otherwise. 
 
#7: Some companies go public to survive 
 
Businesses go public because they want more cash. That’s often because they need 
capital to fuel their expansion, which is generally a positive sign. However, sometimes 
firms raise capital because they’re struggling. They may need to refinance their debts or 
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restructure altogether. In some cases they need it to survive. An IPO is not always a time 
to celebrate. It can cause shares to fall in value and become diluted. 
 
Conclusion: should you invest in a pre-IPO stock? 
 
There’s nothing inherently good or bad about a pre-IPO company. But the reality is that 
the chances of investing in a firm that eventually lists on a major exchange are slim. 
They also come with their own set of risks. In my view, the potential to liquidate through 
an IPO should be a bonus. It should not be the reason for your investment. If the only 
way to redeem your capital is to list on the stock market, then you should probably look 
elsewhere for opportunities. 
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Why Most Penny Stock Review Sites Can’t Be Trusted 
 

Originally published: January 16th 2017 
 
While conducting research for my review of PennyPicks.net, a website that supposedly 
shares “hot tips” about penny stocks, I realized that there were dozens of similar outfits 
online. These sites purport to give investors an edge on explosive pink sheet offerings. 
But in reality, they are paid promoters for those companies. In some cases, they invest 
in the penny stocks and then advertise them to their subscribers, hoping to inflate prices 
and offload their shares onto unwitting buyers. In other words, they’re running pump-
and-dump schemes. 
 
I was hard-pressed to find a single site that didn’t fall into at least one of the above two 
categories. It thus makes little sense for me to try to review all of them. Instead, I 
encourage investors to read this guide before following those sources. Over-the-counter 
(OTC) businesses can be viable opportunities, but, in my view, precarious promoters 
like the type I’ll discuss should not be trusted. 
 
How penny stock promoters present themselves 
 
Such websites have well-designed, flashy interfaces that indicate legitimacy and 
professionalism. They use images of rising stock charts and luxury vehicles to give the 
impression that their recommendations can make people wealthy. They also feature “As 
seen on” banners with logos from the likes of CNBC and the Wall Street Journal to lend 
credibility. The message is clear: check out the stocks we promote – they could be the 
next big thing. 
 
The deception of “As seen on” banners 
 
One of the more clever tactics these website use is to include logos from reputable 
finance media. To the reader, it appears that the site has been written about, featured or 
interviewed because of its expertise. 
 
In fact, the logos indicate that the stocks the site promotes, not the site itself, have been 
featured. That’s akin to putting an “As seen on CNN” banner on my website because I 
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once wrote a blog post about Apple. CNN has hundreds of articles about Apple, so it 
would technically be true. But it wouldn’t be honest. 
 
Another way I could justify it would be to write a comment under a news article 
on CNN.com and claim to be featured on the site. 
 
The devil is in the details 
 
The disclaimers and fine-print on these websites tell a far different story. They state that 
the site does not recommend investments and that it’s there for entertainment purposes 
only. One even admits that its testimonials are all fake. They go on to disclose that they 
receive compensation for the stocks they promote and/or take a position in those stocks 
themselves before advertising them. Obviously, this is for their protection against 
lawsuits from angry investors and securities regulators. 
 
Operating in the grey zone 
 
The mere fact that a website has fine-print saying that it’s not a registered broker and is 
not recommending investments does not mean it isn’t doing so. If I said to you, “XYZ 
Company could be super-duper profitable and you should reallllllly check it out…but 
hey, you shouldn’t listen to my suggestions,” you’d know I was telling you to invest 
without actually saying it. There’s little difference between that and making a formal 
recommendation. 
 
Further, if I told you in advance that I was running a pump-and-dump scheme, and then 
continued to do it, that doesn’t absolve me of wrongdoing. If these websites aren’t 
breaking the law in the US and Canada, they’re probably close to it. 
 
Perhaps it’s coincidence, but at least one of the websites is operated by a Delaware 
corporation. The state of Delaware (USA) makes it easy for companies to hide the 
identities of their owners and shield against liability. Further, none of these sites 
disclose who their writers are and what expertise they have. My guess is that they’re 
opaque because they don’t want to be held accountable for their content. 
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How to use these websites 
 
Aside from the potential legal issues and abundant conflicts of interest, my greatest 
qualm with these kinds of websites is their blatant dishonesty. How can one page on the 
same site insinuate that it can help you get rich, when another claims that it’s just an 
entertainment platform? Why not be authentic and say clearly, “We get paid to promote 
these stocks, but you should check them out because you might find them 
interesting.”? Why prey on the gullible and bank on people not reading disclaimers? 
 
Though I wouldn’t trust their recommendations, investors can use these websites for 
information about investment opportunities. It would be the same as searching “list of 
penny stocks” on Google. There’s no harm in hearing about companies. The key, 
however, is to avoid placing any weight in the “analysis” provided. 
 
I’d like to note that not all OTC websites can be painted with the same brush. Some are 
legitimate sources of opinion. However, they appear to be few and far between. This is 
part of why the pink sheet market has the reputation it does. 
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Are Mutual Funds Good Investments? 
 

Originally published: March 25 2016 
 

For years, mutual funds have served as cornerstones in people’s portfolios. They provide 
investors with broad exposure to dozens and even hundreds of stocks and bonds, which 
are all selected by professional money managers. But mutual funds have repeatedly 
come under fire for lagging in performance while also charging high fees. Critics claim 
that their management expenses dampen and often eradicate returns. Further, mutual 
funds’ fiercest competitor, the exchange traded fund (ETF), is a similar product with 
only a fraction of the cost. 
 
So are mutual funds worth it anymore? And what exactly are they, anyway? Do they 
serve people well in their journeys towards financial independence? I’ll address those 
questions, and more, in the following paragraphs. 
 
Mutual funds explained 
 
A mutual fund is an entity that invests in a range of assets, typically stocks, bonds, 
money market securities, cash and even in other mutual funds. In most places, they are 
governed by strict rules to ensure that they maintain a degree of safety and stability. 
 
For example, in Canada mutual funds cannot borrow money. They can only use the 
funds they raise from their unitholders (shareholders) to make investments with. 
The hallmark of a mutual fund is diversity. Instead of picking individual stocks, these 
investments give people access to a basket of holdings. Mutual funds can diversify in 
different ways, including: 
 

• By industry (financial services, energy, technology, precious metals, etc.) 
• By geography (North America, Asia, emerging markets, etc.) 
• By performance target (conservative, balanced, aggressive, etc.) 
• By mandate (capital growth, income, dividends, etc.) 
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Thus, investors who aren’t comfortable buying specific companies can still get exposure 
to markets of their choice. For instance, if I thought Africa was poised for growth, 
instead of researching independent firms there, I could invest in a Africa-focused 
mutual fund. 
 
Diversification aside, another advantage of mutual funds is that they’re run by 
professionals. Good money managers are able to outperform the markets and provide 
above-average returns. Theoretically, a trained stock picker should do better than a 
“mom and pop” investor. 
 
The darker side of mutual funds 
 
While a professionally managed portfolio of securities may sound appealing, mutual 
funds come with a price. 
 
First, they can be expensive. Mutual funds charge various management, administration, 
redemption and operating fees. These costs, which usually range from 1-4% of the 
amount invested per year, can dilute the returns substantially. Sometimes, they can turn 
a profitable fund into a money-loser. 
 
For instance, a mutual fund with a 2% management fee would lose money for investors 
if it earned only 1% in a year. To earn a meagre 4%, it would have to generate 6% on its 
investments. Investment management in general pays the managers and costs first, and 
the investors last. 
 
Moreover, mutual funds compensate financial advisors well for recommending them. 
An advisor may get paid an up-front sales commission, along with fees for each month 
that their client remains invested (these are called trailer fees). Such fees compromise 
financial advisors’ ability to give unbiased advice. Given the choice between suggesting a 
low-cost ETF and an average-cost mutual fund, which had the exact same holdings and 
targets, she would be incentivized to recommend the mutual fund. She’d also have 
reason to encourage her client to remain invested in it so that she can earn her monthly 
trailers. Other investment products are far less lucrative. 
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Second, the value of professional fund management is questionable at best. Research 
shows that it is rare for mutual funds to consistently outperform the stock market. 
In fact, an S&P Dow Jones Indices study of nearly 3,000 US stock funds between 2009 
and 2015 concluded that they would have probably done better if they blindly selected 
stocks instead of trying to actively manage their portfolios. CNN reported that, in an 
entire decade, only 18% of US mutual funds outperformed the markets. Some 
investment managers are outstanding, but they are few and far between. 
 
The combination of fees and the fact that managers can almost never beat the stock 
market points to one conclusion: mutual funds are generally not good investments. 
Those who seek broad exposure to the markets are often better off buying index ETFs, 
which typically charge a fraction of the fees and frequently outperform their competitor. 

 
Why do people continue to invest in mutual funds? 
 
Despite the paltry performance statistics, each year investors dump billions of dollars 
into mutual funds. In fact, they crush ETFs and other managed products in size. It is one 
of the few businesses that can consistently disappoint clients, yet continue to earn their 
money. What explains this phenomenon? 
 
As discussed earlier, banks, financial planning firms and investment advisors earn 
enormous sums from mutual funds, thanks to their fees. For instance, in just three 
months in 2014, the Royal Bank of Canada’s wealth management group earned a net 
income of $278 million. The Bank of America’s earned $614 million in 2015. Those 
numbers can be replicated across the industry and around the world. Investment 
managers have little incentive to promote anything else. Doing so would eat into their 
profits. Thus, other financial products don’t get the same exposure to clients’ capital. 
 
Conclusion 
 
Though it’s easy to blame banks, clients still choose to buy mutual funds. They are not 
forced to invest in those products and could request other options. They might rely on 
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the advice of professionals, but they don’t have to do so blindly. Nothing stops people 
from researching investments independently. 
 
As with most things in life, such decisions arise from a lack of knowledge. Financial 
illiteracy causes people to put complete faith in institutions that put the interests of 
shareholders above customers’. It’s no surprise, then, that the products sold to them 
aren’t always stellar. 
 
That notwithstanding, I am not actually opposed to buying mutual funds. In fact, I owe 
much of my own career to them. As I noted in my book, Rich At 26 (you can download 
the e-version here for free), they were a starting point that compelled me to learn more 
about investing. Had my banker not pitched them to me when I was 19, I might perhaps 
never started the journey that ultimately led to financial freedom. So in that sense, I do 
think they can have a place in one’s portfolio. 
 
However, in my view, mutual funds are an investment for beginners that should later be 
replaced by more advanced assets. They can serve as a stepping stone, but are ultimately 
insufficient to help people achieve their financial goals. Indeed, some funds have 
outperformed the markets consistently. But that has been the exception and not the 
norm. 
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Should You Work With A Financial Advisor? 
 

Originally published: March 31st 2016 
 
When I started making investments at age 19, I used to tag along to my parents’ 
meetings with their financial advisor. At the time I found the sessions helpful and was 
impressed with the portfolio management/asset allocation strategies discussed. 
 
It seemed to me that financial advisors were useful professionals. I couldn’t wait to one 
day have my own to help build my personal wealth. 
 
Over the years, however, I realized that not all financial advisors are created equal. I also 
found that the business was often less about advising clients and that it revolved more 
around selling investment and insurance products to them. 
 
The other night, almost a decade after my mom/dad/advisor meetings, I had drinks 
with an advisor who worked at a multinational bank. While our investment philosophies 
differed, he was highly educated, experienced and extremely sophisticated in the capital 
markets. If I wasn’t interested in managing my own portfolio, he is the type of person I 
would hire to do it for me. 
 
However, an advisor of that caliber is not always the norm. In my experience, it’s 
actually quite rare. In general, the ones I’ve met are only moderately informed and are 
therefore of little professional value to me. I also prefer to take control of my own 
investments – and avoid paying extra fees – so I choose to not use their services at all. 
 
Should you use a financial advisor? 
 
While I don’t personally hire financial advisors, that doesn’t necessarily mean that you 
shouldn’t, either. A skilled professional can make useful recommendations, provide 
insight about tax, investment, retirement and estate planning and can be an important 
part of your educational experience. 
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The knowledge I gleaned from my parents’ advisor was not only helpful when I was a 
novice, but it also inspired me to learn more about how to build wealth. 
 
At one point I even wanted to become one, myself. 
 
If you’re considering working with an advisor, be aware of the fact that it’s not easy to 
verify prowess. A nice office, a dapper suit, a trustworthy personality, a large client base 
and a well-known brand does not automatically equate to quality. 
 
Wealth managers are often successful not because of their money skills, but because of 
their abilities to convince clients to invest and retain their money with them. In many 
cases, accomplished financial advisors are adept salespeople. The industry has various 
problems that you should consider before making a decision. 
 
5 issues with the financial advisory business 
 
The financial advisory business has serious flaws that all investors should be aware of. 
They include: 
 
The education and experience requirements are low 
 
Unlike professions like law and medicine (3-10 years of training before eligibility to 
practice), financial advisors do not undergo a rigorous educational process. A high 
school diploma, let alone a university degree, is not even required for admission into the 
industry. 
 
Instead, in many countries, financial advisors must only complete a series of multiple-
choice exams, which generally require a score of 60-70% to pass. The result is that a 
person can be licensed to sell financial products without any real expertise in wealth 
management. This is troubling in a business where individuals can manage tens of 
millions of other people’s dollars. 
 
Many advisors work solely on commission 
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Many financial advisors get paid only when they sell investments and insurance 
products. If they meet with a client and give advice, but don’t convince them to make a 
purchase, they do not earn anything. A commission-only compensation scheme can thus 
call into question whether an advisor is making suggestions based on a client’s needs, or 
if he is simply trying to make a sale. 
 
In most places, financial advisors are required by law to place their clients’ interests 
above their own. But in February 2017, US President Donald Trump rolled back the 
“fiduciary rule.” American investors must trust that their advisor will act ethically and 
rely less on the law for protection. 
 
Advisors get paid to keep your cash locked in 
 
Many mutual funds and insurance products pay financial advisors monthly and/or 
annual fees to keep their clients’ money tied up in a product. As such, when a client sells 
his investment or cancels his insurance policy, the advisor loses his residual payments. 
They can therefore be incentivized to convince their clients to keep their capital 
invested, even if it’s in their best interest to cash out. 
 
Financial advisors do not need to be wealthy, themselves 
 
While many places bar people from becoming financial advisors if they have gone 
bankrupt, there is no minimum wealth threshold that they need to maintain. Thus, an 
advisor who is dirt poor or who has no personal wealth management experience can 
provide financial advice to others. 
 
Wealth management is not an exact science 
 
Perhaps the greatest challenge in the industry, however, is that there is no step-by-step 
process to becoming wealthy. Doctors can all agree that exercise is good for you. There is 
a consensus among dentists that brushing your teeth is wise. But for each person who 
has a financial strategy, there is another who will disagree with it. 
 
For instance, many subscribe to the idea that you should invest in growth stocks when 
you are young. Since “the stock market always goes up in the long term,” young people 
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should take advantage of their time in the markets and gradually shift to an income 
portfolio as they age. 
 
However, I built my wealth by investing in income producing assets first. My portfolio 
generated enough passive income to replace my expenses and I became financially 
independent at age 26. Only after achieving financial freedom did I put more emphasis 
on buy low/sell high opportunities. I did the exact opposite of what is traditionally 
recommended. 
 
One particular part of the industry that appears to be cracking is its reliance on mutual 
funds. Mounting evidence points towards choosing exchange-traded funds (ETFs), 
instead, due to their lower fees and index-tracking nature. 
 
Thus, if everyone has their own opinions on what the best financial choices are, how 
does one know whether her advisor is indeed correct? And what if her advisor’s 
recommendations are appropriate for some clients, but not for others? Who is to say 
what is right or wrong in such a subjective practice? 
 
Questions to ask your financial advisor 
 
If you think you would get value from hiring a financial advisor, you may be right. Here 
are some questions you could consider asking before you make your decision: 
 

1. How do you get paid? How do I know that you don’t make decisions based on 
your compensation and not on what’s best for me? 

2. How many of your clients are financially independent as a result of your work? 
3. What is your wealth management strategy and why do you employ it? 
4. Aside from passing standard industry exams and receiving training from your 

employer, how are you qualified to manage my money? 
5. How have your clients fared under your guidance? Do you have a track record of 

achieving success for them? 
6. In general, have your clients’ investments outperformed the stock market? Or 

would they have done better by investing in non-active index ETFs? 
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7. Besides “providing better client care” and “being relationship oriented” and 
“genuinely caring about your clients,” how do your services not only differ from, 
but also exceed, your competitors’? 

8. Have you ever recommended that a client invests in a product that you don’t get 
compensated for? 

9. Would any of your clients be willing to share their experiences with me? Note: it’s 
unlikely that you will provided with contact information for angry clients. 

 
Closing comments 
 
It’s common to put down financial advisors and label them as glorified salespeople in 
the wealth coaching and “alternative finance” space. I’ve done that, myself, in some of 
my earliest, less introspective posts. 
 
Although the industry has its problems, the same can be said about any kind of business. 
Since wealth management is nothing close to an exact science, it’s hard to mold it into a 
practice that everyone can agree with. 
 
If I could make one change, however, it would be to raise the barrier to entry. I find it 
peculiar that a 19 year-old with no experience can get paid to advise others on their 
investment decisions. There should be a higher standard for expertise, especially when 
dealing with people’s retirement portfolios. 
 
Keep in mind, also, that by hiring a financial advisor, you may sacrifice potential returns 
to the fees and commissions they charge. As such, you should be sure that you are 
getting value from their services. 
 
In my opinion, a good advisor can be part of your wealth strategy. But she should 
not be your wealth strategy. Learn to take control of your own portfolio and strive to 
become an expert, yourself. Nobody will ever care about your money as much as you do. 
 
Note: If you’re in Canada and are intent on hiring an advisor to manage your money, 
I’d suggest using a Portfolio Manager. They are generally more educated an 
experienced than other financial professionals. 
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What Investments Actually Are (and Why Knowing This 
Can Save You Money) 

 
Originally published: January 24th 2017 

 
It’s often said that people make bad investments because of poor due diligence. In some 
cases, they bought based on their advisor’s recommendations, what they read online or 
saw on TV without researching independently. Other times they were scammed or 
cheated. 
 
While this is all true, there’s a more fundamental issue at hand: people simply don’t 
know what investments are and what the act of investing is. As a result, they lack the 
information needed to make correct decisions. 
 
What many think investing is 
 
Most “mom and pop” investors view investing as a broad or an abstract concept. To 
them, it’s the process of purchasing an obscure financial product that’s supposed to 
make money. It involves transferring funds to an advisor or clicking “buy” in an online 
brokerage account. At some point in the future, the purchase is supposed pay off by way 
of dividends or a gain in share price. They might realize that they’re getting some sort of 
position in a business, but that’s the depth of many people’s understanding. 
 
What an investment actually is 
 
When you make an investment, you are acquiring a stake in a business. You are either 
becoming an owner (purchasing shares, units or stock in it), lending money to it or 
doing some hybrid of both. Sometimes, you are buying the rights to that stake from 
someone else, rather than directly from the company. All of these stakes, including 
stocks, mutual funds, bonds, debentures, promissory notes, and convertibles are 
called securities. 
 
The securities you purchase are defined by the contract you sign, which is often done 
electronically through a brokerage. That agreement also outlines the rights and 
obligations of all parties involved. 
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For example, you might sign a subscription agreement that gives you a certain amount 
of shares in a real estate fund. Those shares could entitle you to 1% of the fund’s profits. 
A stock market is simply a place where those stakes, rights and entitlements can be 
bought and sold by investors. 
 
Why it matters 
 
Many investors who lose money complain that they were misled. They claim that the 
salesperson sold them on false promises or that the investment didn’t perform in the 
way they were made to believe. 
 
Lying to investors is illegal. But people could avoid a world of harm if they understood 
that their rights are governed only by the contract that they signed. What the advisor, 
salesperson or consultant says is irrelevant. 
 
For instance, many complaints in the private placement/exempt market arise when 
investors realize that they can’t easily sell their shares. They were told by their advisor 
that they could be redeemed at any time, but their request was denied when they tried. 
In the stock and mutual fund business, people often complain when they lose money 
despite their advisor’s promises of guaranteed returns. 
 
These grievances stem from a lack of fundamental investment knowledge. An advisor is 
there to offer securities that he thinks are suitable for you. But he is not a lawyer and you 
should not rely on his word to understand what you’re buying. Your rights, interests, 
entitlements, stakes and obligations are all outlined in the investment agreement and 
accompanying offering material. Unless it says that your shares can be sold at any time, 
or that returns are guaranteed, it isn’t true. 
 
Like any other contract, all that matters is what’s in writing. If the agreement is too 
complex to comprehend, either hire a lawyer, don’t invest, or invest knowing that you’re 
doing so at your peril. 
 
It pays to be black and white 
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The foregoing is true to a large extent, but it isn’t perfect. For instance, if you were lied 
to or if your funds were mismanaged, you may be able to recoup your investment 
through legal action. All is not automatically lost because you signed a bad deal. 
Moreover, advisors and consultants usually have a fiduciary duty to protect your 
interests. The purpose of this article is not to place all the blame on investors. 
 
But why let it get there? The best way to reduce risk is to understand what you’re 
buying. Indeed, many would avoid certain securities if they were aware of the rights (or 
lack thereof) and risks attached to them. It’s best to approach investments with 
skepticism and only rely on what’s in writing. 
 
Conclusion 
 
You can’t make an intelligent investment without knowing what an investment actually 
is. Unfortunately, most only grasp the general idea (buying something that’s supposed 
to make money) and not the technical definition. 
 
However, as with all contracts, the devil is in the details. The fine print is what defines 
an investment; not what a broker or advisor says. Understanding that can save you a 
fortune. 
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12 Things to Look for in an Offering Memorandum 
 

Originally published: October 10th 2016 
 

If a company wants to raise money from investors, it must first provide them with a 
certain amount of information about the venture. The rules vary per jurisdiction, but in 
general securities regulators want to ensure that prospective investors know enough 
about the business to make an informed decision. This is a concept called disclosure. 
 
One of the ways for privately-held firms to meet these disclosure requirements is to 
issue an offering memorandum (OM). An OM is a formal document that provides 
financial, operational and legal information about the business, along with the risks 
involved with investing. This article identifies crucial elements of offering memoranda 
that every investor should be aware of. You’ll likely find it useful when researching 
opportunities from: 
 

• Exempt market dealers 
• Private placement issuers 
• Hedge funds 
• Private equity firms 
• Private capital firms 
• Venture capital firms 
• Private mortgage funds 

 
Note: the entity in which investments are being solicited is called an “issuer,” because it 
is issuing securities. The issuer therefore produces an offering memorandum about the 
investment opportunity. 
 
Why disclosure matters 
 
Disclosure is an important concept in the investment world. An investor cannot make a 
good decision without knowing all of the facts. For example, she may want to know 
about the following before deciding to purchase: 
 

• Management fees 
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• Investors’ voting rights 
• Indebtedness of the business 
• How the investment will be repaid 
• Conflicts of interest 

 
The problem with offering memoranda 
 
In theory, OMs should provide investors with as much relevant information as possible. 
In practice, they are complex documents written by lawyers for regulators. Everyday 
investors do not have the experience or legal/financial/accounting training necessary to 
decipher 150+ pages of fine print. Oftentimes they do no understand what an OM is or 
why they’re receiving it. To many, it’s just part of an investment package. 
 
Since investors can only rely on an OM to make their decision, the reality is that most 
retail buyers do not know what they’re investing in. They may grasp the concept in 
general (“I am investing in real estate”), but are unaware of the minutiae that can alter 
the outcome of a deal. When they later discover unfavourable elements about the 
project, they often feel lied to and dismayed. Lack of awareness is one of the greatest 
risks associated with private investments. 
 
#1: Recognize that offering memoranda are never complete 
 
All investors should know that it is impossible to disclose everything about a business 
venture. Markets, managers and plans can change. It’s rare that everything goes 
perfectly according to plan in any business, although that risk can be accelerated if 
you’re investing in a fledgling firm. 
 
As such, no offering document – OM, prospectus or otherwise – will ever be complete. 
While an issuer may do its best to produce quality information, you should never 
assume that you know everything about the opportunity. 
 
With that in mind, I use offering memoranda as only part of my due diligence. Before 
making an investment decision, I will investigate the past performance of the markets 
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and the firm’s management team, and I will search for ways to make reasonably 
accurate projections about the future. 
 
An offering memorandum contains information that the issuer may want you to know 
and must legally tell you, but that doesn’t mean that it should be the extent of your 
research. 
 
#2: Offering memoranda may refer to other documentation 
 
Offering memoranda may refer to additional documents that prospective investors can 
receive upon request. When I first discovered this, I was amazed by the amount of 
information that is not contained in an OM but is still technically disclosed. 
 
For example, if the issuer is a trust (rather than a corporation or partnership, etc.), the 
OM might reference a declaration of trust or a trust indenture – documents that govern 
its mandate and management. 
 
The OM may read, “ABC Trust will issue 1,000,000 trust units, pursuant to Section 
4.1.3 of the Declaration of Trust.” While the declaration of trust is technically being 
disclosed, many investors will not realize that there is an entirely separate set of 
documentation that they should read before investing. 
 
In many cases, I’ve found that these auxiliaries are just as, or even more, important than 
the offering memorandum itself. They may spell out exactly what the powers of the 
managers are and how the business must be run in far greater detail than what’s being 
disclosed. Investors should therefore scour through an offering memorandum for any 
mention of additional documentation. 
 
Another commonly referred-to document is an Administration Agreement. Investment 
funds and issuers often hire a third party to actively manage the business and are 
compensated for their services. 
 
For example, let’s imagine that I created a company called, “Assadi Real Estate Fund,” 
which issues investments. The Assadi Real Estate Fund may then hire a separate 
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company called, “Assadi Management Company” to administer the Assadi Real Estate 
Fund. 
 
The Administrator may provide customer service, legal support and hire auditors for the 
fund. If I’m a manager of both the Assadi Real Estate Fund and of the Assadi 
Management Company, I could be compensated twice for my services. That’s something 
an investor may want to know. 
 
The above scenario would more than likely be disclosed in an offering memorandum. 
However, the finer details of the Administration Agreement probably wouldn’t be. 
 
For instance, how would conflicts of interest between the Issuer and the Administrator 
be resolved? Can the Administrator increase its fees? What other powers do the 
Administrator have that might not be mentioned in the OM? 
 
Other documents that investors should seek, which should at least be referenced in an 
offering memorandum, include purchase/sale agreements, partnership agreements and 
management agreements. 
 
In my opinion, it’s not possible to perform adequate due diligence without reviewing all 
of these documents. Look for a section in the OM called “Material Agreements,” or 
something to that effect. 
 
#3: Regulators do not endorse investments 
 
While an offering memorandum may reference securities regulators and state that it has 
been filed with the authorities, that should not be construed as being endorsed by the 
regulator as a good investment. 
 
Regulators such as the US Securities and Exchange Commission or Canadian provincial 
securities commissions are not responsible for performing due diligence on behalf of 
investors. Rather, they exist to protect the integrity of the capital markets and to enforce 
the law. 
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#4: The issuer’s lawyers and auditors are not acting for investors 
 
While an offering memorandum may contain dozens of pages written by lawyers, 
accountants and auditors, those professionals are representing the issuer and not the 
individual investor. 
 
To continue with the example above, the lawyers who drafted the OM for the Assadi 
Real Estate Fund would have been hired by the fund and would therefore only have an 
obligation to it. They are not providing counsel to anyone interested in investing. 
 
Thus, investors should hire their own advisors before deciding to invest. Do not allow 
yourself to feel a false sense security by knowing that the investment was assembled by 
professionals. They are not working for you and do not have your personal interests in 
mind. 
 
#5: Penalties, sanctions and bankruptcies 
 
An offering memorandum should disclose whether any members of management have 
any legal or serious financial blemishes. Use that information to help form an opinion 
about whether your money would fall into reliable hands. 
 
#6: Use of Funds 
 
In 2013 or 2014 I considered investing into League REIT, a British Columbia real estate 
firm that later became insolvent and was accused of operating as a Ponzi scheme. While 
its assets appeared to be stellar, I was deterred from investing because of the disclosures 
made in the offering memorandum: over 40% of the money raised would be used to pay 
down the company’s debts. I thankfully dodged a bullet. 
 
Investors should be aware of how their money will be used. The offering memorandum 
should disclose what, if any, will be paid to sales agents, how much will be advanced 
towards legal and administrative costs, whether there is any debt to service and how 
much will actually be deployed into the asset. 
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Moreover, investors should also understand what the continuing expenses of the 
venture will be, over and above administration fees. These expenses can seriously dilute 
any available returns. 
 
Never assume that all or even most of your money will be deployed into the asset. As I 
experienced first-hand with League, that isn’t always the case. 
 
#7: Distribution of Cash 
 
An offering memorandum should disclose what type of securities investors are 
subscribing for and whether there are other classes available. As well, it should outline 
how the income it receives will be distributed. 
 
A common mistake made by investors is to assume that they are investing directly into 
an underlying asset, rather than into an issuer. For example, if you were to buy shares in 
the Assadi Real Estate Fund, your capital would be deployed into an entity like a trust, 
corporation or partnership, rather than into a physical piece of property. After paying 
expenses, the fund would then presumably put your cash towards the contemplated real 
estate. 
 
As such, you should have a good understanding of how the fund receives income and 
how it then distributes it to investors. Once the underlying properties pay the Assadi 
Real Estate Fund, how much of it will be passed onto individual shareholders and how is 
that calculation determined? Do the managers earn a piece of the returns? Are there 
different classes of shares or other securities? 
 
Never assume that all or even most of the returns earned by the issuer will be passed 
onto investors. The flow of funds can turn a seemingly lucrative investment into a poor 
one. 
 
#8: Rights of Investors 
 
As an investor, you can never assume that you have the ability to voice your opinions or 
influence management decisions. In fact, the opposite is frequently true with private 
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placements. I have even seen offering memoranda that specifically bars unitholders 
from attempting to sway management. 
 
As such, you should search within the offering memorandum for your rights as a 
shareholder/unitholder/lender, etc. For example, do you have the ability to vote, and if 
so, on what issues? How powerful is each individual vote? Can you attend annual 
general meetings? Are you able to request financial statements and other internal 
documents? 
 
Search for sections in the OM similar to “rights and characteristics of units/shares” to 
find this information. 
 
#9: Liquidity 
 
Generally speaking, investments made via offering memorandum are less liquid than 
publicly-traded securities on large stock markets. It is not uncommon for one’s capital to 
be locked up for several years in such a project. Thus, an investor’s ability, or lack 
thereof, to sell their holdings should be clearly disclosed in the OM. 
 
Note: even in offerings where investors can easily redeem their shares, management 
usually reserves the right to reject redemption requests at their sole discretion. 
 
#10: Investors’ taxation vs. taxation of the issuer 
 
Investors and the issuer will often be taxed differently. The offering memorandum 
should disclose any known information about the issuer’s tax status (in Canada, many 
issuers who use OMs attempt to quality as unit trusts and mutual fund trusts under tax 
law) and what the implications may be for investors. 
 
Remember that issuers that do business internationally may be taxed in several 
jurisdictions, which could dilute your returns. 
 
As well, the tax status of an issuer may change throughout the course of the investment. 
For instance, in Canada a mutual fund trust must have at least 150 unitholders. But 
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what would happen if the investment didn’t reach 150 unitholders or if it fell below that 
number in the future? 
 
You should know the risks of a change in tax status. 
 
Before investing, you should also consult a professional for advice about how you, 
personally, will be taxed. In my opinion, your advisor must understand the tax status of 
the issuer in order to give you complete information. There could be times where the 
investment, itself, is highly tax-efficient, until the returns are passed along to the 
investor. 
 
#11: Individual liability 
 
Although this is quite rare, in some cases investors may assume personal liability after 
making the investment. An offering memorandum should confirm that this will not be 
the case. 
 
#12: Rely solely on the information provided by the issuer 
 
When investing in a private placement, your best bet for legal protection is to base your 
decision solely on what the issuer disclosed to you in the offering memorandum, or 
through other documents provided to you by the issuer. 
 
If a sales agent tells you something that isn’t there in writing, you should either ignore it 
or reconsider your options. 
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Understanding Conflicts of Interest in Private 
Placements 

 
Originally published: January 15th 2017 

 
The exempt and private placement markets are fraught with unique risks. Most retail 
investors are unaware of them. In this article, I discussed how people often unknowingly 
rescind many of their rights to management. They can’t vote or influence decisions and 
therefore place enormous trust in others. If they don’t like something, there’s little 
investors can do about it. Another common hazard of such investments is conflict of 
interest. In addition to managers having sweeping powers, their attention isn’t focused 
solely on their clients. They are also frequently enriched by these conflicts. 
 
Disclosure makes it acceptable 
 
Hazards like conflicts of interest are often acceptable as long as they’re disclosed to 
investors in advance. This is usually done in an offering memorandum (OM) or private 
placement memorandum (PPM). However, retail buyers seldom read or understand 
these lengthy legal documents. Though they will sign a paper stating otherwise, most 
“mom and pop” investors are unaware of the risks they’re taking. 
 
Why are conflicts of interest risky? 
 
In a perfect world, the firm recommending an investment (sometimes called the dealer) 
would be separate from the company that’s being invested in (the issuer). The issuer 
then would only work with arm’s length businesses as part of its operations. The dealer 
would reject investments that it finds unsuitable for its clients. The issuer would only 
transact with trusted third parties. No entity would do business with one another unless 
it made economic sense. 
 
In practice, the issuer, the dealer and other related entities are frequently owned, 
controlled or influenced by the same people. In this mortgage investment 
opportunity, for instance, the portfolio manager, the mortgage broker, the dealer and 
the custodian are under common ownership and/or management. In this one, the issuer 
and the administrator have the same President. 
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Conflicts of interest open the door for managers to act in their own interests, rather than 
for their investors’. Consider this example: Steve owns an issuer and a dealer and 
controls the management of both. He earns fees when the dealer sells the issuer’s 
securities and for administering the issuer. His friend, Glen, owns a hotel which is at 
risk of foreclosure. To save his friend’s property, Steve uses his dealer to raise money for 
the issuer, which subsequently loans money to Glen. All of this is clearly disclosed in an 
OM. Though the transactions might be sound business decisions, it’s easy to see how 
Steve could be tempted to place his interests above his investors’. He is only human. 
Further, Steve is compensated twice for his actions. 
 
Can conflicts be controlled or mitigated? 
 
Theoretically, yes. Issuers, dealers and advisors have fiduciary responsibilities to their 
clients. They are required to put their needs over their own. The extent to which good 
governance takes place, however, depends on the morality and professionalism of 
management. Oftentimes, nobody is checking. 
 
Should you avoid investments with conflicts of interest? 
 
It depends on how severe the conflicts are and how much you trust management. 
Understanding the conflicts or interest should be an important part of your risk 
assessment. Keep in mind, however, that opportunities without conflicts aren’t 
automatically “pure” investments. The reverse is true, too. In my opinion, the potential 
ROI should be higher in a high-conflict deal. I want to be compensated for the risks I’m 
taking. 
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Investors’ Rights: Why You’re Probably Taking More 
Risk Than You Bargained For 

 
Originally published: December 20th 2016 

 
Investors frequently expose themselves to risk by participating in projects in which they 
have few or no rights. Many offerings, especially in the exempt market/private 
placement industry, afford shareholders the right to give money – and that’s about it. 
There’s often little ability to attend meetings, voice concerns and influence or replace 
management. In such deals, investors are silent partners and are expected to remain 
quiet. 
 
Obviously, this is not a good thing. If a business is failing, investors should be able to 
salvage their capital by controlling management or hiring a new team. There should be a 
balance. Managers should be given a leash long enough to operate freely, but investors 
must ultimately control that leash. How else can they mitigate their risk? For instance, if 
managers want to give themselves massive pay raises, should investors not have a say in 
that? 
 
Reliance on management is a risk that’s usually disclosed in documents like an offering 
memorandum or prospectus. Lack of shareholder rights and broad authority for 
managers is also clearly stated. The problem is that most retail investors don’t read, or 
don’t understand, offering materials. Instead, they trust the advice provided by their 
advisor. Commission-based financial advisors have little incentive to tell clients that 
once their money is gone, there’s little they can do to get it back. All power rests in the 
hands of management. 
 
Investors in blue chip stocks hardly fare better. While these offerings usually give 
shareholders voting rights, it’s hard for individuals to purchase enough stock to actually 
have a say. Unless you can invest $100 million or more, your individual vote probably 
won’t make a difference. Managers won’t even know you exist. 
 
What’s the solution? 
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At the very least, investors should be aware of these risks. If they are comfortable 
placing their capital at the mercy of others, that’s fine. But if the venture fails, they 
should not complain that management wouldn’t pay attention to them. They should 
avoid offerings that don’t disclose, in writing, their rights. In formal offering documents, 
this information can often be found under sections called Reliance on 
Management and Shareholder/Unitholder Rights and Rights and Characteristics of 
Units/Shares. 
 
The other option is to refuse to invest in deals that are unfair. For every private offering 
that I participate in, I make sure that I not only have a vote, but that my vote also counts 
for something. I ensure that I have the right to control managers if they fall out of line.  
 
Specifically, I look for the following (more here): 
 

• What forums I have to voice my opinions. 
• How I can compel management to act on my concerns. 
• Where arbitration or litigation would take place, if it got to that point. 
• Issuers would probably amend their offerings if more people did the same. Until 

that happens, they’ll continue to get away with it. 
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Can’t Sell Your Exempt Market/Private Placement 
Investments? 

 
Originally published: January 18th 2017 

 
You invested in a private placement (a.k.a private equity or exempt market) offering a 
few years ago. The opportunity didn’t perform as well as you thought it might and now 
you want out. But when you request your money back from the firm, you’re told that 
your shares or units are illiquid and cannot be sold. You’re frustrated, panicked and 
begin to wonder whether you’ve been scammed. 
 
Countless retail investors experience that scenario. They remember being told that 
private investments are less volatile, more predictable and could yield above-average 
returns.  
 
Oftentimes, they’re even backed by hard assets like real estate. They can be great passive 
income investments. But if they’re such superior opportunities, then why won’t the 
issuer redeem their shares? 
 
Why private investments are often illiquid 
 
Consider this example. A fund raises capital by selling shares to investors. The fund 
managers then use the money to purchase a commercial building. Their objective is to 
acquire the property and hire a company to renovate it. Once the building is refurbished, 
the plan is to hold it for six years to maximize its value. After about seven years, the 
managers plan to sell the real estate and distribute its earnings to the shareholders and 
wind down operations. 
 
Though you may wish to redeem your shares before the seven year period, the fund 
might not be able to oblige. If all or most of its cash was invested in the building, there 
may not be enough to accommodate significant redemption requests. That doesn’t mean 
your money is lost; it’s just that it’s tied up in the asset. 
 
Since private placements don’t trade on a stock market, there is no way to immediately 
sell your shares. You can’t simply login to a brokerage account click “sell.” Further, it’s 
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generally not legal to find another buyer and offload the shares to her. You need a 
license to sell securities and follow various regulatory steps, likely including presenting 
her with an updated offering document. 
 
As well, sometimes investments simply fail. To continue with the foregoing example, if 
the commercial building underperformed and was foreclosed on, the fund might then 
lose money. As such, the value of the shares would either fall or become worthless. In 
that case, investors wouldn’t be able to redeem. Failure doesn’t automatically indicate 
wrongdoing; poor investments happen in business. 
 
Is there any possibility of selling shares in private investments? 
 
It depends on the offering or private placement memorandum that you should have 
been given prior to investing. Your options will be outlined there. Many provide for 
limited redemptions or will only redeem the shares at a discount. 
 
For instance, Fisgard Capital Corporation provides for a “Compassionate Early 
Redemption,” where the manager may redeem shares ahead of schedule if the 
shareholder passes away. 
 
Centurion Apartment REIT allows unit redemptions at any time (charging a deferred 
sales fee), as long as the aggregate outstanding monthly amount doesn’t exceed 
$50,000. If it does, redemptions would be subject to the trustees’ approval. 
 
ICM Invico Balanced Real Estate Trust allows for redemptions, but they are subject to 
fees and amount restrictions. 
 
Others provide for “in specie” redemptions, whereby the investor receives an interest-
bearing promissory note in lieu of cash. 
 
Usually, fund managers have broad discretion over whether to honour a request. Before 
assuming the worst, revisit the offering document and find out what you agreed to. It 
may have been disclosed that it would be next to impossible to sell your shares before a 
certain time period. If that’s the case, you probably signed a document acknowledging 
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that. While it gives little solace to purchasers who believe they were told otherwise, 
issuers are required to follow what’s in the offering document. As such, that’s all 
investors should rely on to make their decision. If it wasn’t in writing, it’s hard to prove 
you were misled. 
 
To that end, if you believe management is breaching the statements made in their 
disclosures, particularly in formal offering documents, you have options. You should 
contact the appropriate securities authority and also hire a lawyer. Your attorney may be 
able to sue the fund and its management to try to force a repayment. You should act 
quickly, however, because serious breaches might indicate wrongdoing. If you wait too 
long, the money could disappear. That’s the problem with scams: there’s often nothing 
left to recover. 
 
Read the offering document before investing 
 
Unfortunately, most retail investors don’t read or understand offering material. They’re 
thus unaware of restrictions on their ability to sell their shares. They incorrectly assume 
that their shares trade like those on the stock market and are dismayed when they learn 
otherwise. 
 
Many jurisdictions require offering material to be comprehensible. However, this is 
subjective. Oftentimes only sophisticated investors, lawyers and accountants can 
actually understand the 100+ pages of complex terminology, advanced business 
structures and lengthy paragraphs. For most others, offering documents are simply 
dozens of pages of fine-print. 
 
With that said, if you don’t completely understand the disclosures, don’t invest. Offering 
documents frequently give few rights to investors and provide for fees and conflicts of 
interest that you should be aware of. Private equity and exempt market deals can be 
great opportunities and are preferred income producing assets for many. But don’t bank 
on being able to easily withdraw your money. 
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Is Network Marketing a Good Career? 
 

Originally published: February 23rd 2017 
 
Network marketing is a good career for a select few. It will be a waste for most others. As 
with any business, a successful multi-level marketing (MLM) venture will require a 
significant investment of time and effort. Done correctly, it’s a great way to build wealth. 
But there’s no room for people who think they can make a quick buck with it. 
 
What is network marketing? 
 
Network marketing is a referral-based sales business. A company will offer a product or 
a service and recruit others to sell it for them. Sales reps, who are independent 
contractors and not employees, are paid commissions for what they sell. If they recruit 
other reps, then they’ll also earn a portion of their sales, too. 
 
As a basic example, let’s imagine that a company uses an MLM model to sell laptops. 
You might join because for each one you sell, you’ll earn a 10% commission. If you 
recruit me into the business, you’d also earn a 2% commission on each laptop I sell. And 
if I recruit someone else, you’d earn 0.5% on each one they sell, and so on. 
 
Some notable network marketing companies include: 
 

• Amway 
• Herbalife 
• Mary Kay 
• ViSalus 
• Primerica 
• Nu Skin 
• ACN 

 
What are the advantages of MLM? 
 
The greatest advantage of multi-level marketing is that you can build a thriving business 
without having to develop a product or a brand. The company provides it for you; all you 



	 137	

need to do is sell. A well-managed firm will have systems and marketing material 
available to bolster your chances of success. 
 
It’s also scalable. You can develop your business into a vast enterprise with numerous 
layers of recruits. If you’re willing to invest the time, eventually you can have enough 
sales reps on your team to walk away from it altogether. A network marketing venture 
can thus be an effective income producing asset. There are plenty of MLM 
entrepreneurs who earn six and seven-figure incomes passively. 
 
Further, MLM is a great way to develop sales, public speaking, leadership and 
management skills. I often suggest it to aspiring entrepreneurs who haven’t yet decided 
what they want to pursue. Network marketing may not make you rich overnight, but it 
can teach much of what you need to know to have a successful business. You can use it 
as a training ground. 
 
Lastly, a lot of people find value from the mentorship and personal develop components 
involved in network marketing. If you participate in MLM, you’ll join a community of 
like-minded others. Your peers will want to reach financial freedom, they’ll stand by 
their product, they’ll believe in their mission and they want to expand their skillset. 
That’s valuable in and of itself. 
 
Are there downsides to network marketing? 
 
Yes – and they are plentiful. You should be aware of them before proceeding. 
 
Scams 
 
The MLM world is a hotbed for scams and shady characters. Companies like Business in 
Motion were found to be Ponzi schemes. Karatbars international, OneCoin, MMM and 
several others have all had run-ins with the authorities. In December 2016, Vemma paid 
a $238 million settlement to the US Federal Trade Commission (FTC) for non-
compliance issues. I’d suggest reading sites 
like BehindMLM.com and ThompsonBurton.com to keep abreast of current events. 
 
Changing regulatory framework 
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Trade and securities regulators have pushed network marketing companies to base their 
compensation models on sales commissions, rather than on recruitment. They take 
issue with firms who pay people to simply find others to join instead of actually selling 
the product (Vemma, for instance). It’s likely that regulators will continue to scrutinize 
the MLM industry. 
 
Your asset can disappear 
 
If the company folds or terminates its relationship with you, that will destroy the asset 
you spent years building. MLM participants are reliant on the good standing of the 
company. One way to hedge against that risk to is to maintain close relationships with 
those in your downline. They would then be more likely to come with you if you choose 
to switch businesses. 
 
Costs 
 
Most network marketing businesses come with some sort of fee to join. It will usually be 
in the form of a minimum monthly product purchase, a start-up fee or an annual 
membership expense. Moreover, there are often incentives to pay more in order to 
upgrade or qualify for higher bonuses. 
 
You could also look at it from a different perspective, though. Most small businesses 
come with start-up costs. Paying a few hundred or a few thousand dollars to participate 
is cheaper than a lot of other ventures. 
 
Note: an MLM company should never use the word “investment.” That would imply 
the distribution of securities and likely poor grasp of the law. If you are asked to invest 
in a network marketing business, run for the hills. MLM is a business opportunity, not 
an investment opportunity. Aside from the legal distinctions, one is passive while the 
other is active. They are not interchangeable terms. 
 
Is network marketing a good career? 
 
Network marketing can be a great career, contingent on a few factors. They include: 
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The effort you make 
 
Most people become disillusioned with network marketing because they expect to make 
money quickly. After a few months of dismal results, they either quit or become inactive. 
Even worse, they often write off the experience as a scam. To be clear: MLM is a small 
business. Just like any other entrepreneur, you’ve got to work hard for years before 
you’ll see results. If that’s not an option, then network marketing (and business in 
general) is not right for you. 
 
Finding the right company 
 
There are a lot of MLM junkies; people who hop from one network marketing firm to the 
next. They abandon the former each time a shiny new business opportunity arises. 
Frequently jumping ship will preclude you from spending enough time on your venture. 
You’ve got to find the right firm and stick with it. As part of your due diligence, you 
should consider: 
 

• Whether the company’s product/service is good 
• What systems the company has in place to promote your success 
• The quality of the firm’s marketing 
• Any hidden costs 
• The compensation plan (is it lucrative? Is it sales-based or recruitment-based?) 
• Legal or compliance issues 

 
While researching prospective companies, you’ll probably find websites that call them 
scams. I’ve never seen an MLM business without bad press online. There will always be 
someone who says they were ripped off. In my opinion, you should base your 
conclusions on evidence. Sometimes, where there’s smoke there’s fire. Other times, 
however, people are either disgruntled or they’re trying to drive traffic to their own 
network marketing venture. Don’t ignore what you read online, but strive to understand 
the context in which it was written. 
 
Your tolerance for volatility 
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Income in any business is never stable, nor is it guaranteed. As an early MLM 
entrepreneur, you may experience months of decent earnings followed by droughts. The 
business won’t produce reliable passive income for at least a few years. Such volatility 
can be stressful and emotionally draining, especially for those with high expenses. You 
should be prepared for earnings swings and manage the money you do make carefully. 
 
How you spend your earnings 
 
It’s common to spend your network marketing earnings on upgrades and training 
packages. The company will often encourage you to do so, justifying it as an “investment 
in yourself.” While there’s truth to that, people often go overboard. They’ll dump most of 
what they make right back into the firm, leaving little for themselves. Doing that too 
often can dry you out. 
 
As a rule of thumb, you should try to invest in activities that will directly produce 
revenue. For example, if you spend $200 at a hotel to host a recruitment seminar, you 
might make $1,000 from it. That’s opposed to spending $200 on sales training and 
justifying it by saying, “Well, the skills I develop will be worth it.” Continually 
purchasing programs and activities that have indirect potential can be a dangerous trap. 

 
Conclusion 
 
Network marketing can be a good career to pursue. You can do quite well if you build a 
team of hard-working individuals. The passive income that can be produced is vast. It is 
certainly a vehicle to reach financial independence. 
 
But MLM has pitfalls. Perhaps the main one is people being convinced that it will lead to 
easy money and then discovering the truth afterwards. If you make an informed 
decision and work hard towards success, then I’d encourage it. If you can’t commit to 
that, though, look elsewhere for opportunities. 
  



	 141	

Is P2P Lending A Good Investment? 
 

Originally published: February 13th 2017 
 

Is P2P lending a good investment? How safe is it and what are the chances that you’ll get 
your money back? What kinds of returns and losses have others seen? These are 
important questions to ask about a relatively new industry that’s poised to expand. 
 
For the first time in centuries, “mom and pop” investors can directly participate in wide-
scale money lending. Before 2005, their exposure was mostly limited to buying credit 
funds, syndicated mortgages, MICs and similar products. 
 
But this relatively new horizon comes with its own set of considerations that need to be 
explored. In this article, I’ll discuss P2P lending with a view to help you determine 
whether it’s right for your portfolio. 
 
Generally, how do lenders make money? 
 
Lending money for profit is an age-old business that dates back to 2000 B.C. Farmers 
and traders in Assyria and Babylonia received credit to fund purchases of grains. In 
exchange for capital, they would have to repay it back with interest. Over the millennia, 
lending developed into the cornerstone of today’s financial system. 
 
The concept behind lending is simple: you give me money for a certain period of time. I 
then pay it back, plus some. There are different ways to profit from lending, including by 
charging: 
 

• Interest 
• Late fees 
• Origination/set-up/up-front fees 
• Refinance fees 
• Extension fees 

 



	 142	

Many loan contracts also require the borrower to reimburse the lender for any costs it 
incurs in connection with the loan, such as legal and professional expenses. For 
example, if I don’t pay you back and you sue me, I’ll probably have to pay for your 
lawyers, too. 
 
What is P2P lending? 
 
Peer-to-peer (P2P) lending is an online platform that connects investors with people 
looking for loans. Depending on the company, you can invest as little as $25 and earn 
interest on it. Here’s how it works: 
 
Step #1: Applying for a loan 
 
Borrowers apply online for loans. As with bank applications, they are required to submit 
personal and financial information, which is checked alongside their credit score. The 
P2P firm uses that data to determine a risk profile and generates a loan offer in minutes. 
The loans can be used for different purposes, including: 
 

• Car purchases or refinances 
• Adoption costs 
• Patient financing 
• Debt consolidation 
• Small business financing 
• Home renovations 

To accept the offer, the borrower completes a loan agreement or a promissory 
note. These are legally-binding contracts that govern the terms and conditions of the 
loan. The funds are then transferred to her account. 
 
Step #2: Investing in the loan 
 
Investors can browse through the P2P company’s promissory notes online. They vary in 
maturity dates (when the money must be repaid), risk profiles and interest rates. These 
notes usually represent fractional interests in individual loans. For example, a $25 
investment might go towards a $3,000 loan, as opposed to a loan for $25. 



	 143	

If they find a note that’s to their liking, an investor can then buy it from the P2P firm. 
They can usually do so with cash or through a retirement account. After which, they own 
the fractional rights to the loan and their portion of the revenue that’s paid by the 
borrower to the company is passed on to the investor. 
 
If the borrower defaults on the loan, the P2P firm attempts to collect payment on behalf 
of investors. 
 
How high are the returns for P2P investors? 
 
The returns on P2P loans are respectable. They have historically been about 5% per 
year. The P2P company deducts fees from both the borrower and the lender, which eats 
into the full value of the loan. For instance, an investor who earns 6% might have 
invested in a note that bears interest at 8.5% APR after fees. 
 
Is P2P lending a good investment? 
 
To date (February 2017), P2P lending on well-known sites has shown to a good risk-
adjusted investment. Reasonable lending practices, knowledgeable advisory boards and 
strong management teams have led to an industry average of about 95% performance. 
Roughly 5% of the loans issued are non-recoverable. 
 
Despite that good news, there are risks that P2P investors should be aware of. They 
include: 
 
Illiquidity 
 
P2P loans are usually not liquid and are difficult to sell. Investors should be prepared to 
part with their money at least for the term of the note. 
 
Unsecured loans 
 
The P2P industry has so far been limited to issuing unsecured loans. That is, they are 
not tied to a piece of collateral, like property. If a borrower defaults, he may not have 
enough assets to repay the debt. 
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Note, however, that lenders can use a court judgement to issue a lien on the borrower’s 
bank accounts or register a second/third mortgage against his real estate, if available. 
The term “unsecured loan” does not automatically equate to high-risk. It simply means 
that the loan isn’t backed by a specific asset. 
 
Collapse of the P2P platform 
 
If the P2P firm was to collapse, become insolvent or go bankrupt, investors would 
likely have difficulty collecting and enforcing their loans. While not impossible, it would 
cause significant challenges and probably wouldn’t be worth pursuing for small 
investors. 
 
Riskier platforms 
 
The P2P lending landscape is currently dominated by a few large players, like Lending 
Club and Prosper. It’s powered by banking executives, venture capitalists, academics, 
computer scientists, engineers and lawyers who’ve implemented a mostly restrained, 
well-calculated business model.  
 
Some notable names are: 
 

• Timothy Mayopoulos, President and CEO of Fannie Mae 
• Lawrence Summers, President Emeritus at Harvard University and former 

economist in the Clinton and Obama administrations 
• John Mack, former Chairman of the Board of Morgan Stanley bank 
• Ron Suber, former Managing Director at Wells Fargo Securities 

 
But as the industry grows, sites may take on riskier loans to try to outmatch their 
competition. Similar to what the cryptocurrency Bitcoin experienced, P2P scams have 
also popped up. In 2016, Chinese site Ezubao was discovered to be a $7.6 billion Ponzi 
scheme that impacted over 900,000 investors. 
 
Changing regulatory landscape 
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Securities and financial services authorities have not all adapted to P2P lending sites. 
They’re not yet available to investors and borrowers in many countries. Before investing 
with one, you should verify its compliance with the regulators in your jurisdiction. If 
you’re in the US, you can visit the Securities and Exchange Commission online. In 
Canada, you’ll have to search with your provincial securities authority. Illegal platforms 
could get shut down, which will surely compromise their loans. 
 
Rising interest rates 
 
P2P loans are generally issued with fixed, not floating, interest rates. Although their 
terms are short to medium, they can become less competitive if market rates rise.  
 
Conclusion 
 
P2P lending can be a good investment. If you use widely-regarded sites that mesh with 
your objectives, then they’re a viable option However, while their returns are decent, 
they’re not stellar. The average P2P site’s ROI lags behind the stock market. Moreover, 
blue-chip equities carry less risk of total capital loss and are more liquid. 
 
In my view, P2P investments have a place in a portfolio. They’re particularly appealing 
as a passive income investment since much of the due diligence is performed by the 
firm. I’d suggest sticking with the larger providers that provide extensive disclosures 
and vast capital pools. Otherwise, the risks could rise without compensation. 
  



	 146	

Are Cryptocurrencies Good Investments? 
 

Originally published: January 19th 2017 
 

What should be made of the cryptocurrency world? Is it a shady cyber platform 
dominated by scam artists, conspiracy theorists and criminals? Or is it the new frontier 
of commerce that will inevitably replace money as we know it? Are cryptocurrency 
investors modern-day oil and gold explorers? Or are they suckers and dreamers who 
misunderstand business, law and economics? 
 
In my opinion, the answers are probably somewhere in the mix. There has been a clear 
upside to investing in the most popular cryptocurrency, Bitcoin. Its price about doubled 
since 2013. That year, the digital currency space shifted from a little-known cultish 
fantasy to a mainstream discussion. It also led to the rise of other online coins, 
like Dogecoin and GridCoin. Many are dubious or nefarious and caused investors to 
lose. 
 
With both opportunities and pitfalls ahead, cryptocurrencies will surely be good bets for 
some. There have been and will continue to be people to win big with digital money. 
Others will buy the wrong ones at the wrong time, or will get scammed, and will be 
doomed to failure. 
 
The question is not whether you can earn great returns by buying cryptocurrencies and 
selling them at profit. You can. Rather, it’s whether they’re a wise investment. If they 
are, which ones specifically? How should they fit in a portfolio? 
 
A bit about digital currencies 
 
Cryptocurrencies exist in various shapes and forms. In general, they are governed by 
pre-set computer algorithms that help determine how many coins can exist. For that 
reason, some pseudo-economists consider them a stabler alternative to today’s 
unbacked fiat money. Since 2008 countries like the US and Japan have injected trillions 
of dollars into the economy. In theory, that incessant money printing has devalued their 
currencies and will lead to inflation. Many believe that the current monetary system is 
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thus unsustainable. We will have eventually printed enough cash to make it worthless. 
They cite the Zimbabwean and Venezuelan hyper-inflated economies as examples. Self-
regulated online currencies, however, could preclude governments from devaluing the 
people’s wealth. Ironically, they could become “real” money because it can’t be inflated. 
 
Unlike bank deposits and credit cards, cryptocurrency transactions are also difficult or 
impossible to trace. Personal information is not required, so it’s hard to tell who’s 
sending or receiving payment. Money can be delivered to anyone, anywhere and at any 
time. That’s attractive to those concerned with the broad reach of government or who 
believe we should have the right to trade privately. It also removes commercial and 
central banks from the equation and loosens their control over money. 
 
However, cryptocurrencies also widened the door for criminals who can more easily sell 
drugs, weapons and even child pornography online. They can accept untraceable 
payments for illicit products and services. In 2015, Ross Ulbricht was sentenced to life in 
prison in the US for operating a website called the Silk Road. He profited from users 
who peddled drugs, laundered money, hacked websites and even attempted to hire 
hitmen. Those transactions were all paid for in secrecy with Bitcoins. 
 

Are cryptocurrencies the future of money? 
 
Money has increasingly become digital, with fewer people using cash than ever. Today, 
purchasing is as simple as tapping a plastic card against a screen. Consumers no longer 
want to pay with paper and metal. It’s likely that cash will cease to exist in the future. 
 
But the movement towards electronic payments does not equate to a lurch towards 
cryptocurrencies. That is flawed concept that many investors are banking on. Credit 
cards, e-transfers and PayPal transactions still draw from the same money supply, 
which is controlled by governments and central banks. The only commonality between 
the two is the internet. People use digital transfers for convenience, not for privacy or 
because they doubt the economic viability of paper money. Above all, cryptocurrencies 
are a fundamental rejection of governments, banks and authority. Digital transfers are 
an acceptance of them. 
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Despite some of the benefits, in my view, the future is digital, but it isn’t in 
cryptocurrency. The ability to hide transactions does not bode well in an era where 
people demand transparency. Neither governments nor most citizens are comfortable 
with the notion that anyone – drug pushers, white collar thieves, tax evaders or even the 
government, itself – could easily mask its activities. It would make laws almost 
impossible to enforce. North Korea could sell weapons to gangs and the police would be 
none the wiser. Companies could illegally move money offshore to escape taxes. Hackers 
could steal money and vanish without a trace. Crimes could be committed with such 
ease that it would create mayhem. 
 
Fraud and theft aside, a cryptocurrency world would cause a collapse of civil society. It 
would be impossible to prove transactions. For instance, if you loaned Bitcoins to me, 
how would you prove that I in fact received them? Couldn’t I argue that while we signed 
a formal contact, no commercial exchange ever took place? My bank statements would 
certainly support my case. Our society is hinges on contract law. That is, if I want 
something from you, I’ve got to pay for it. If we have a dispute, we can resolve it in court 
by presenting evidence. How could anyone ever prove the purchase, sale or transfer of 
anything with cryptocurrencies? 
 
Are cryptocurrencies good investments? 
 
I believe cryptocurrencies are a side play. They will continue to exist and evolve. They’ll 
also become more accessible. Similar to other assets, their prices will rise and fall along 
with supply and demand. There is plenty of opportunity to make money in arbitrage. 
There could also be booms like what Bitcoin experienced. But I don’t view buyers as 
pioneers of the inevitable future currency. 
 
You should be aware of the risks of investing in cryptocurrencies. I’ll a discuss a few 
worth noting. First, new “coins” emerge frequently and most often fail. There are 
hundreds in existence, but only a handful have market caps of over $10 million. 
Practically nobody is investing in most of them. They are thus highly illiquid and can 
easily implode. 
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Second, cryptocurrencies are (obviously) unregulated. The lack of systems, trading rules 
or procedures has hatched countless scams. Ponzi schemes have emerged, fake Bitcoin 
wallets and exchanges have popped up and many fall victim to phishing schemes. There 
are no avenues through which one can report wrongdoing or verify compliance. 
 
Third, it’s impossible to verify the foundation of any cryptocurrency. Despite concerns 
about the current monetary system, if you purchase US dollars you know that they’re 
backed by the American government. You don’t question whether a store in the US will 
accept US dollars as payment. The power of its dollar is embedded in both law and 
practice. You can research it and determine whether it’s worth buying. 
 
The same can’t be said for any cryptocurrency. Nobody actually knows what algorithms 
govern their production or mining. Their inventors are unnamed and unknown. Their 
procedures are undisclosed. One’s due diligence is limited to browsing internet forums. 
Some counter this argument by stating that cryptocurrencies are in fact more 
transparent than our current system.  
 
For instance, this Bitcoin wallet publishes transactions almost in real-time. But who is 
behind the website, which is held through a Luxembourg corporation? How do we know 
the data is indeed correct? Cryptocurrencies can be transparent on the surface level. But 
they’re covered in opacity deeper below. 
 
Depending on the cryptocurrency, investments are little more than gambles. I put more 
weight in Bitcoin because it has existed since 2009 and is the largest of them all. But 
even purchasing Bitcoin is an uninformed decision because thorough due diligence can’t 
be done. For most people, it’s a cool type of money that might go up in value one day. 
However, that’s as much as they know. 
 
Can cryptocurrencies be good investments? Yes, because you may get lucky and profit. 
But they are generally not wise investments. There’s a difference between the two. 
 


