Every Dollar Working Harder, Smarter, Faster, and Safer.

4 Risk Factors that can Rob You of
Thousands of Dollars (If not Millions)
It’s All About the Curve!
I believe savings should be tax efficient, low to
no risk, and grow without interruption from the
multiples of wealth transfers that exist in today’s
financial world.
When I say that, in general people today, most of them,
want to know what it is.
In my research about the brain I found our brains tend
to work that way. The neo cortex, the newest area of the
brain, our Homosapien brain, corresponds with the what
level of thinking. The neo cortex is responsible for rational,
analytical thoughts, and language.
When I get asked what it is, I am talking about when it comes to
successful wealth accumulation, the what is the Curve.
I am speaking about the compound exponential growth curve1.
		
		

Albert Einstein famously said the compound interest is
the most powerful force in the universe. He said,

		
		

“Compound interest is the 8th wonder of the world.
He who understands it, earns it; he who doesn’t pays it.”

It is essential that investors learn that we are given one exponential growth curve.
For many it’s a 25 to 40-year curve depending if and when they start saving.
Screw it up and you may have a hard time correcting it.
This paper will explore the main ways people can potentially interrupt their curve and
by doing so could potentially lose $100’s of $1000’s of dollars in the process.

The four main risks that interrupt the curve are:
		
1- Sequence of return.
		
2- A single or multiple loss event
		
3- An inability to contribute
		
4- Shortening of the time span of saving
Financially the formula that creates our curve is:
Money x Time x Rate of Return
If anyone of the variables change it affects the curve.
Screw up your curve when you’re 55 and depending on when you want to
retire, you may potentially run out of time.
Stop contributing to the curve and that could negatively affect it.
Rates of return that fluctuate up and down all have an influence on the curve.

The Perfect Exponential Curve
Our assumptions are:
1 - 35-year time frame (age 30 – 65)
2 - adding $6000 per year to their 401(k)
3 - increasing their contributions by 3% per year
4 - starting with $100,000
5 - averaging a 6% rate of return

The variables of the perfect exponential curve all work together to create this
beautiful logarithmic curve growing to $1,801,520.

Unfortunately, that is not how life works. For many, the curve gets interrupted
by a host of common variables.

Risk 1
Interruption of the curve by sequence of return risk.
Let’s explore what I mean by the sequence of return versus a fixed rate of
return.
Pretend we are talking about a person who started saving when they were 23
years old and accumulated $100,000 in their 401(k) by the time they were 30.
Pretty good right?

Our assumptions are:
1- 35-year time frame (age 30 – 65)
2- adding $6000 per year to their 401(k)
3- increasing their contributions by 3% per year
4- starting with $100,000
5 - averaging a 6% sequenced average rate of return.
6 - using a repeating five-year rate or return sequence, 16%, 15%, 11%, -1%, -11%,
16% +15%+11% -1% -11% ÷ 5 = 6%

Risk 1 Summary
Fixed Rate Final: $1,801,520
Variable Rate Final Value: $1,460, 026
You can see that the fixed rate final accumulation value would be $1,801,520.
The sequenced average rate produced $341,494 less than the fixed rate or $1,460,026.
That’s almost a 19% drop in value.
Why, because the curve got interrupted.
By what? Two negative returns per five-year period.
The Interruption of one variable cost him $341,494.
That’s a big number!!

Risk 2
Interruption of the curve by a single or multiple loss event.
Comparing a fixed rate versus an actual rate.
Our assumptions are:
1- 35-year time frame (age 30 – 65)
2- adding $6000 per year to their 401(k)
3- increasing their contributions by 3% per year
4- starting with $100,000
5 - fixed rate of return of 6%.
6 - year 10 the market corrected -20%
7 - years 11–35 he gets 6% fixed every year

The key element to Einstein‘s comment about the power of compounding is
uninterrupted compounding is the most powerful force in the universe.
Negatively change any of the variables and the curve becomes less.

Risk 2 Summary
Average Return - Final Year: 5.26%
Actual Return - Final Year: 5.31%
Final Values
The fixed rate accumulated to $1,801,520
The actual rate accumulated to $1,513,249.
One interruption cost him 16% or $288,243.

Risk 3
Interruption of the curve by an inability to contribute.
Life throws us curveballs too.
In this example our 30-year-old subject with the $100,000 saved in his 401(k) can’t
contribute for five years.
Our assumptions are:
1- 35-year time frame (age 30 – 65)
2 - adding $6000 per year to their 401(k)
3 - increasing their contributions by 3% per year
4 - averaging a 6% rate of return
5 - starting with $100,000
6 - can’t contribute for 5 years (years 11 – 15)

Risk 3 Summary
Because of circumstances in his control or not in his control,
he stopped saving in years 11 - 15
That five-year hiatus cost him $238,701.

Risk 4
Interruption of the curve by shortening of the time span of saving
In other words, waiting to save.
Our assumptions are:
1- 35-year time frame (age 30 – 65)
2 - adding $6000 per year to their 401(k)
3 - increasing their contributions by 3% per year
4 - starting with $100,000
5 - averaging a 6% rate of return
6 - Savings delayed for 5 years

Risk 4 Summary
Our subject
delayed saving
and only saved
for 30 years
instead of 35
years.
That delay cost
him $329,871.

The risks that could interrupt the curve
come with a hefty price tag.
		Risk 1 - sequence of return cost $341,494.
		Risk 2- a single or multiple loss event cost $288,243.
		Risk 3 - an inability to contribute cost $238,701.
		Risk 4 - shortening the time span of saving cost $329,871.
Consider if all four variables happened to the same curve.
The loss could potentially be millions of dollars!

The moral of the story is:
Don’t mess with your curve
or let circumstances you CAN control
mess with your curve.

Try to keep your money growing on the curve.
I opened this paper with “I believe savings should be tax efficient, low to no risk, and
grow without interruption from the multiples of wealth transfers that exist in today’s
financial world.”
This is what gets me up in the morning. Knowing that I can teach this to another
in a way they can “get it” and demonstrate strategies that guard against this ever
happening to their curve.
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