
7 & 8
We’ve combined the principles in Secrets #7 & 8 because investing involves risk and not understanding 
how to manage that risk can avoid shaving years off of building wealth.

If your Risk Profile Score from Worksheet 3 & 4 was low, you have a fear of losing your hard-earned 
money. If your risk score was high, you are willing to take above average draw-down which is (a 
measurment from the highest value of your investment to the lowest value). 

Secret Worksheet DGP Series

The Law of Losses shows 
how the math of losing 
works; the deeper the 
loss, the longer it may 
take to recoup and get 
back to break-even. 
The average investor 
has shown that human 
psychology contributes 
to achieving below-than-
average market returns 
because of fear of losing 
more or the fear of 
missing out. 

In severe 
drawdown 
periods such 
as 2000-2002 
and 2007-
2009, when the 
stock market 
lost about 
50%, you lost 
time and the 
opportunity 
to compound 
those returns. 

What was your risk profile?

Conservative Moderate Balanced Growth Aggressive

 LOW        RISK      HIGH

Your Loss Your Gain to Break-Even



Law of Losses & Stop Loss Protection for my Investments

There are investment strategies known as tactical and/or dynamic investing that can help to minimize 
draw-downs in severe market conditions. These types of strategies are not designed to catch the initial 
5%-10% of a bull or bear market move. Ideally, they seek to avoid most of the severe draw-down and 
catch the bulk of the upside action.

Do any of your accounts have stop-loss protection?  Yes No
Do you trust the stock market? Yes  Not Really
Do you prefer low-cost funds like passive mutual funds or ETFs? Yes Not important
Do you prefer fiduciary advice?  Yes Not important
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Had you been able to avoid the losses, your investment 
would have increased by more than 10 times to

In the chart below, we illustrate a one-time $10,000 investment compounding at a 12% annualized return, once 
every 12 years realize you suffer a 50% loss. 

The Importance of Avoiding Losses
in Severe Market Declines

$1,464,153!
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