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BY DAVID HODGES

So you've suddenly got
$1,000 burning a hole in your
wallet but you aren't sure
what to do with it—all you
know is you want that money
to grow. Chances are you
recently finished school and,
armed with a degree, you're
now working diligently at
establishing a career. For the
first time, you've got a steady
stream of income coming in
and you’d like to start
investing, hopefully for the
biggest possible return.

Tegan Alce certainly
understands that feeling.
Since graduating from
veterinary school in April

- 2014, the 27-year-old Victoria

native has been pursuing her
passion for animal orthope-
dics in Dawson Creek, a small
agricultural city in northeast-
ern B.C., while working
equally hard at eliminating

!

WHERE
TO INVEST

| her student loans. Her

is now completely debt-free

| and has a new goal: home
| ownership. The problem is

she’s not sure what type of

| investments are appropriate

for her, or whether she
should use an RRSP or a TFSA.
“My short-term goal is saving
enough for an $80,000 down
payment,” say Alce. “How-
ever, I'm also interested in
finding out more informa-
tion on diversifying my
portfolio to cater towards
long-term growth.”

If, like Alce, you're anxious

. tostart growing your wealth

but aren’t sure how to get the
ball rolling, read on. The

. following tips will help you

get the most out of your first
grand and lay the foundation
for habits that will keep you
motivated over a lifetime.

GET ON TOP
OF DEBT

| Although it may not seem like
it, Alce’s decision to focus on
paying off debt was her first
smart investing decision. For
young people with modest
amounts of money to invest,
debt reduction and interest
avoidance provide a guaran-
teed return that any invest-
ment would be hard-pressed to
beat, says Jason Heath, a fee- .
only Certified Financial Plan-
ner at Objective Financial Part-
ners in Toronto. This means
nobody should be looking

| for a place to invest their first
$1,000 if they're spending
more than they earn, or if
they have high-interest debt.

of any future debt, particularly
unexpected credit-card charges,
is to have some money
stashed away for emergencies
like a job loss. “Having a cou-
ple of months of income set
aside in savings is a good start-
ing point,” says Heath.

DEFINE
YOUR GOAL

Now that you've squared
away any debt and you have
an emergency fund, you're
in great shape to start invest-
ing—but not until you've

| figured out what your goal is.
| “You've got to ask yourself,
‘What is this money for?"”
says Marc Lamontagne, a
certified financial planner

THREE GREAT PLACES TO STASH $1,000

1 Saving up for a wedding,
car or home down pay-
ment? You'll need to

keep that money safe and eas-

ily accessible, meaning aggres-
sive investing strategies aren't
appropriate. These days GICs
and high-interest savings ac-
count don't offer much value.

A better choice is a short-term |

Canadian ShOf’tT@l’m Corpo-

rate Bond Index ETF (VSC).
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i fund, such as the Tangerine

. Balanced Growth Portfolio

i fund. With fees of only 1.07%,
i you're paying half of the aver-
i age Canadian mutual fund

5 fee and there's no minimum

; For longerterm savings,
} consider a single, low-

cost balanced index

investment.

Another option for lon-
gerterm investors are

so-called Frobo advis:

efs;,'_’ These are online services
i that design, implement and
i manage low-cost ETFs portfo-

lios for a fraction of the cost of
traditional “human advisers.”

! Wealthsimple, for instance,
i has a minimum account size

of $5,000, and charges man-
agement fees of 0.5% per year
(plus embedded ETF fees of
about 0.25%) on portfolios of
$5,000 to $250,000.

A great way to keep on top -

|
\

255

OUT-OF-THE-BOX
INVESTMENT

Protect your estate and
your loved ones by
investing in a will, a
power of attorney and
a health-care directive.
The cost for all this from

a professional estate
planner is around $1,000,
and it's worth every
penny, providing peace of
mind for years to come.

with Ryan Lamontagne Inc.,
in Ottawa. “Is this money
you might use in a couple
of years? That would mean
keeping it safe or liquid. Or
is it for something you're
putting aside for retirement? '
In those cases, you can put it
in something riskier or longer
term like equities.”

Alce’s goal is home
ownership, so she'll need
to have access to her money
within a few years. For
short-term savings goals, it
often makes sense to use a
Tax-Free Savings Account
(TFSA), which allows you

| to save and invest without

| paying any tax on the growth
| when you make withdrawals.
| But if your investment goal

| is long term, consider an

RRSP. Like TFSAs, contribu-

| tions placed in an RRSP"
| grow tax-free. Unlike TFSAs,

however, taxes on contribu-
tions are deferred, so you can
deposit more up front (as long
as you reinvest those refunds)
and you won't have to pay tax
on that income until you start
drawing down your savings
in retirement. When you're
young and starting to save,
RRSPs don't offer a huge
advantage over TESAs, but as
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you move into middle age |
and your income goes up, !
RRSPs will offer a larger and |
larger advantage. ;
In Alce’s case, Lamontagne |
says she should consider |
using an RRSP to save for both |
her retirement as well as for !
the down payment on her i
|

|

|

|

|

WHERE TO INVEST $1,000
Tegan Alce, 27, Dawson Creek, B.C.

aving up for a house of dreams

When Tegan Alce finished veterinary school last year and
began working, she wisely decided to focus on paying
down her student loans first. With that debt now elimi-
nated, she’s in great shape to start saving for the dream
home she hopes to buy within the next few years. Be-
cause Alce will need the money soon, our experts recom-
mend she stash her savings in a shortterm Canadian
bond ETF, or, if she's comfortable taking some risk, in the
Tangerine Balanced Income Portfolio. While TFSAs are
generally best for short-term saving, certified financial
planner Marc Lamontagne says that becauase she al-
ready has a relatively high income, Alce could save inside
her RRSP and use the Home Buyers’ Plan to withdraw
up to $25,000 for her down payment. DAVID HODGES

home. As someone working
in a specialized field, she’s
already earning a substantial
income, so saving for her
home in an RRSP and then .
withdrawing the money for |
her down payment through |
the Home Buyers’ Plan (HBP) |
will get her to her savings |
goal faster. The HBP program
allows first-time home buyers
to withdraw up to $25,000
from their RRSP to put
towards a down payment (if
you're a couple, the combined
tax-free withdrawal amount
increases to $50,000).

Because of her high
income, Alce will get a big
tax return from her RRSP ;
contributions, which she
could then reinvest in her
RRSP. Once Alce reaches
$25,000, she can start saving
for her home in a TFSA. The-
only catch with the HBP is
that Alce will have to the
pay the money back within
15 years, starting the second
year after the money was
withdrawn.

INVEST
CAUTIOUSLY

Anyone new to investing
should be fairly conservative
with their investments until
they have a better understand- F
ing of how the markets work,
says Lamontagne. “If some-
thing adverse happens, it
might dissuade them from
investing over the long term.
At that age you can't afford
to lose that much money.”
Heath agrees, adding that
“the likelihood you'll need it
soon is quite great.” More
often than not, young people |
are saving for a car, or a home
down payment, or a mater- |
nity leave—"extraordinary » |

JUNE 2015 | MoneySense.ca 37




J
==

|
|

B INVESTING

“‘

expenses that happen between | 5.55%, which is about what

18 and 35.”

If you need to keep your
savings liquid but are hoping
to earn a bit of a return, Heath
suggests forgetting about high
interest savings accounts
(which don’t even keep up
with inflation) or GICs (which
lock in your money but offer
interest rates similar to money
market accounts). Instead,
he says to consider a short-
term bond fund.

One fund that I think
fits the bill is the Canadian
Short-Term Corporate Bond
Index ETF (VSC), which tracks
the Barclays Global Aggregate
Canadian Credit 1-5 Year
Float Adjusted Bond Index.
It's currently yielding about
1.5% per year, compared to
1% for savings accounts and
short-term GICs.

FOCUS ON

FUNDAMENTALS

If your investment horizon is
long term and you're able to
invest more aggressively, you
should consider starting out
with mutual funds, Despite
their reputation for high fees,
they can be a great choice for
those with small accounts.
That's because even a fairly
high percentage fee translates
into a small cash amount
when you're getting started.
Given the amount you'll be
paying in fees for an account
of $10,000 or less, there
simply aren’t many other
options out there.

Still, you should keep your
fees as low as possible. For
mutual fund newhies, Lamon-
tagne recommends using one
of Tangerine’s four basic index
fund options—they range
from conservative to aggres-
sive, depending on your risk
tolerance and timeline for in-
vesting. Take the Tangerine
Balanced Growth Portfolio,
which invests primarily in Ca-
nadian, U.S. and international
equities, with some exposure
to Canadian bonds. Its 10-
year annualized return is
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‘ portfolio designed for long-
| term growth. Best of all, “with

you should expect from a

LHERHIET

fees of only 1.07%, you're pay-
ing half of the average Cana- =
dian mutual fund fee and

there’s no minimum invest-

ment,” says Heath.
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MAKE IT —
AUTOMATIC  °
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Never make the mistake of
being so concerned with :
finding the perfect invest-
ments that you ignore the
importance of saving.

One of the most effective

HERTTTH

ways to build up your RRSP or § Cong
TFSA is to set up automatic bi- = ing ar
weekly or monthly contribu- = aged
tions based on a percentage of é You'v
your paycheque, something = cash f
manageable like 10%. You = cies,
may feel a sting when you see = items,

your first reduced paycheque,
but within a month or two
you'll barely miss it. Don’t
forget to explore automatic
payment options at your
workplace as well. Visit your
human resources department
to see if there are any RRSP
plans that offer discounted
management fees, or better
yet, matching contributions

terest
lookir
invest

By that time, your investment =
savvy will have increased and -
some new investing options |
will open up to you as well.

| from your employer. £ Backw
By following these tips, = anato
| Alce—or any young inves- mindfi
. tor—can expect her first = enttes
| thousand-dollar investment = with o
| to grow to $10,000 quickly, = descrit
provided she has the disci- = way th
pline to stay invested. Don’t - byani
believe me? Let’s say that you - wasun
earn a net after-tax income j While:
of $30,000 and you invest :
$1,000 in the Tangerine E
Balanced Growth Portfolio, =
| then continue to automati- -
' cally deposit 10% of your g
| paycheque into the fund
every two weeks. After just :
three years, you will have = |
| morethan $10,000 in your = {
| account and you'll be ready to =
move onto the next section. = -




