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OVERVIEW
INTRODUCTION
“Life is too short to be living somebody else’s dream.”
—Hugh Hefner
How can you lift a 7000-pound car without anyone to help you?
The answer is the same as how you can achieve financial independence well before your retirement age. It’s the same solution that will get more done in a day, with less effort. And it’s the answer to breaking free of almost any limitation you think you have – whether it’s time, money, skills, connections, or anything else.
Leverage is the strategic tool that expands your resources beyond your present limitations to produce greater results than you could generate on your own. Leverage gives you access to more capital, more technology, larger networks, greater knowledge, and smarter systems than you personally possess.
Mastering leverage can:
Mastering leverage is how I retired at age 35, just 12 years after graduating from college with thousands of dollars in student loan debt and zero assets. In this book, you’ll discover how to apply the same leverage principles I used (and more!) to break through whatever limitations hold you back so you can produce even greater results.
THE DECEPTIVE HALF-TRUTHS THAT HOLD YOU BACK
Most people misunderstand leverage.
For example, when you hear the term “leverage” do you think of financial leverage, such as mortgages in real estate or debt financing?
Sure, that’s one type of leverage, but it’s only one of six! It’s also the riskiest. The other five types of leverage multiply reward without increasing risk. Even better, when you master certain types of leverage, it’s entirely possible to increase your reward while reducing your risk at the same time!
Another common myth about leverage is that it’s exploitative or manipulative. Maybe you’ve seen the depraved villain on a daytime soap “use” people through leverage in some shocking and morally bankrupt way. You think: “I would never do a thing like that!”
But leverage is not about “using” people. It’s about making smart business decisions that benefit all participants; and it’s about responsibly applying other people’s resources to overcome obstacles that limit your success so you can achieve greater results with less personal effort. Leverage done right creates jobs, grows wealth, and serves people.
THE 4 PIECES OF CONVENTIONAL WISDOM I DON’T ENDORSE IN THIS BOOK
There’s plenty of success advice out there. Unfortunately, many of the ideas taught are really just conditional half-truths masquerading as universal facts. The problem is: these half-truths frequently work well and are repeated so often that it’s easy to accept them as fact. But that’s where the danger begins, because any idea taken as fact – when it actually isn’t – will limit your ability to see better alternatives. You won’t recognize the exceptions that disprove the rule.
The good news is that when you learn the pros and cons of the multiple leverage strategies taught in this book, you’ll see how much of the conventional “wisdom” is really just low-leverage half-truths.
For example:
Don’t worry if you have subscribed to any of these conventional beliefs about investing and wealth before reading this book. It’s not your fault. They’re repeated so often by mainstream media that it’s easy for your mind to accept them as true without questioning their validity.
This book will open your mind to different strategies for achieving success and breaking through the roadblocks that hold you back. You’ll discover a new framework built on leverage that will unlock these mental traps. It will open the door to a completely different way of producing greater results with less effort and using fewer of your own resources (including time and money).
This isn’t get-rich-quick hype. It’s a provable fact based on financial science, rooted in research, and grounded in mathematics (but don’t worry – it’s just high school algebra). The point is that it’s real, and I’ll show you exactly how it works.
Not only that; it’s common sense. You already know it’s true because the evidence is all around you. For example, when you hear in the news how someone went from zero to multi-millionaire by age 20 or 30, what was the mechanism? How did they do it?
With the rare exception of extreme frugality at an early age, every one of those stories involves either business or real estate success. That’s because these two asset classes offer multiple opportunities for leverage so wealth can be created more quickly than investing through conventional asset allocation.
In fact, the research on how the rich get that way proves that the vast majority of wealth is created through business entrepreneurship and real estate. Conventional paper asset investing through stocks, bonds, and mutual funds takes a distant third place, and even then it’s usually after an entire lifetime of saving and compounding.
So if conventional paper asset investing is the slowest strategy for wealth building, why do financial experts promote it? Because it’s a one-size-fits-all solution that’s easy to sell and it has the backing of academic research proving its validity. It’s a good business model for the investment firms – because it’s simple to communicate and implement; because it’s generic and doesn’t require them to develop a plan that accounts for your personal strengths; and because it doesn’t require any special adaptation to your timeline or personal goals. It’s an efficient business model for them, but it’s not the most effective alternative for you. It’s not wrong, but there are faster, more efficient ways to grow your wealth that may match your life situation and goals much better.
If you want financial independence while you’re still young enough to enjoy it, and without being dependent on extreme frugality to make the numbers work; or if you would like to use alternative asset classes like business or real estate in your wealth plan; then you’ll want to broaden your thinking by trying strategies that are different from the generic financial advice you get everywhere else.
Either you’ll learn to master leverage or you’ll work far harder than necessary to produce far fewer results than you’re capable of. This book, The Leverage Equation: How to Work Less, Make More, and Cut 30 Years off Your Retirement Plan – will help you completely shift your awareness. It will give you the essential tools that you need to work smarter – not harder – in order to achieve tangible results in your financial life.
By the end of this book, you’ll know:
Plus, you’ll get more than 100 practical, usable examples of leverage strategies that you can implement immediately in your business and financial plans. (In fact, you can download the full list of “101 Leverage Hacks: A Cheat Sheet for Quickly Implementing Leverage in Your Wealth Plan” right now at https://financialmentor.com/free-stuff/leverage-book)
YOU’RE ALREADY A MASTER OF LEVERAGE
Best of all, you’re already a master of leverage because you use it every day. It’s not technical or complex. In fact, it’s so common that you don’t even realize you’re using it, and that’s why you haven’t yet consciously put it to work to grow your wealth and improve your life.
For example, every day you’re already leveraging:
The fact is you’re already leveraging other people’s skills and resources almost every minute of your life. Leverage is an automatic part of your day. The difference is it’s just not conscious; that is, it’s not conscious until something breaks.
A few years ago, I was skiing when a massive storm knocked down a major power line, cutting off all power to the town and surrounding area. There was no electricity, so almost nothing worked; the cell phone towers went out, and the airport only functioned because of backup generators.
Just imagine being stuck in a freezing house in a massive storm with no electricity, no heat, no lights, no cooking, and no phone or data connectivity – and you’ll begin to understand how leverage-dependent our lives have become. Then imagine no running water as well, because, in this case, they had to drain the system to protect the pipes from freezing. That means no toilets, no showers, no drinking water, no heat, no electricity, etc.
None of these resources belonged to me. On this trip, I was leveraging all of them for my own use – until they stopped working. It was a wake-up call, because the reality is that nearly every aspect of our lives is touched by leverage in some form in order to increase quality and efficiency. Leverage generally operates so smoothly that we scarcely even notice it’s happening.
But there is a big difference in how the people who become wealthy use leverage – and that’s what this book will show you. They’re intentional and strategic in how they apply it. They use it to accelerate results in their wealth plans.
With The Leverage Equation, you too will learn how to take your casual, everyday use of leverage and repurpose it into a deliberate, strategic, wealth-building strategy.
You’ll become a master of using – in uncommon ways – what is all around you every day, in order to produce much greater results with much less effort.
APPLYING LEVERAGE IN YOUR LIFE
As you begin this exciting journey, always remember that nobody gets rich without leverage. If you aren’t employing leverage in your business and wealth plans, it means you’re compromising the speed, time, and work effort necessary to reach each level of success.
Leverage isn’t difficult to master; it’s something you can implement right away and then reap the benefits for years to come.
It’s time for you to stop working harder than you should to earn less than you could. Leverage will show you how to break the cycle of living paycheck to paycheck, so you can start building your financial future. A life of financial freedom is absolutely possible, and the simple steps and strategies in this book will set you on your way to freedom.
Todd Tresidder
https://financialmentor.com
HOW TO BREAK THROUGH THE CONSTRAINTS THAT LIMIT YOUR SUCCESS
Give me a lever long enough and a place to stand and I will move the entire earth.
– Archimedes
It seemed impossible to achieve. I had backed myself into a corner with my old business model, and there was no way to move forward.
FinancialMentor.com was already a lucrative financial coaching business, but the revenue model was maxed out because I couldn’t work more hours. There was just one of me to coach the clients and only so many hours in a day. Worse yet, the prospective clients only wanted to work with me and would not accept a referral to other coaches. I had hit a wall.
I wanted to transition the business from a coaching services revenue model to a product-based business model. My goal was to build out a series of educational courses and books that “put Todd in a box” so that my knowledge gained over three decades in the financial business could reach more people at a more affordable price point – but how could I get it done?
I wasn’t willing to work more hours, and I lacked the skills to build the new business model that was required. Special technology skills were necessary to build out the course platform, configure the sales process, and connect all the online automation systems so they communicated properly. I didn’t know how to do any of that.
Also, new skills were required to write, edit, and market the books and courses, but I had no experience in that field either. As for the website, it needed a redesign to reorient the user experience so that it converted to educational products. I didn’t know how to do any of that, and I didn’t have the time to get any of it done.
However, once I defined all these constraints (and more!) that were preventing me from achieving my goals, the answer became obvious – leverage.
I employed time leverage by hiring a new assistant to manage social media, site administration, and the content post-production tasks like image creation, video production, and editing. I employed experience leverage in the form of a technology consultant, who then employed systems leverage through third-party software packages to connect all the online business systems that ran the course, the mailing lists, and the sales conversion processes to ensure they worked together. I didn’t know how to do any of that myself. I never have.
I brought in a user experience expert to redesign the website so it featured the courses and books, and I even leveraged my personal wealth back into the business to pay the bills while the income lagged during the transition from service to product revenue.
In short, I achieved what was impossible to accomplish alone by overcoming every obstacle to my goals through multiple types of leverage – time, experience, systems, communications, marketing, and financial leverage.
Every obstacle that stood between me and my goals was solved with leverage; and every constraint that limited growth was overcome with leverage.
Now there’s an entire team of experts behind me that implement technology, programming, business systems, sales systems, admin systems, SEO, editing, product development, copywriting, and much more. In fact, I’m employing every form of leverage that you’ll learn about in this book, and you could do the same.
My financial education business wouldn’t exist without leverage, and my wealth wouldn’t exist without leverage.
Leverage is how I get more done with less of my own resources, and you can learn to do the same.
THE REAL REASON YOU’RE NOT AS RICH AS YOU SHOULD BE…
I share the example of my business to demonstrate a critically important point about leverage illustrated by the following question:
What is limiting your financial growth and profits so you’re not making as much as you could right now?
Ask 20 people this question, and you’ll get 20 different answers, but what’s interesting is that nearly all the answers look in the wrong direction. They focus on maximizing potential income, but the real problem is eliminating obstacles.
In other words, your fastest path to forward momentum is to identify the constraints to your success and remove them. This is a key principle.
In the online business example, my constraints to growth included all aspects of content marketing and product development. I could develop the greatest products in the world, but I would still fail without targeted traffic generated through content marketing, or without the technology to scale the business through systems.
Conversely, I could develop amazing content marketing, driving hungry hordes of targeted traffic, but lack of any products to sell would be the limiting constraint in the business.
The point is that every business and personal wealth plan is limited by unique constraints, or bottlenecks, to growth. Your fastest path to improved results is to identify those constraints and use leverage to overcome them.
Changing the example to real estate, imagine that you ran across an amazing deal on an apartment building through a friend of a friend, and it’s only because of this personal connection (network leverage) that you have first crack at it. The only problem is that you have no money for the down payment (constraint) and you have credit problems (constraint).
In that situation, most people would assume that they couldn’t buy the building, so they’d miss out on the deal. But after reading this book, you’ll know how to leverage other people’s money and credit to overcome whatever constraints you face so you can harvest that kind of opportunity.
The point is to develop a two-pronged attack when pursuing success. You still want to set goals and move forward to maximize your potential, as is commonly taught in success literature, but it’s actually more important to turn the analysis upside down and focus your attention not on where you want to go, but on what holds you back from getting there.
The key is to identify whatever aspect of the business is the weakest. If you have a great product but need marketing, then leverage solutions to overcome that constraint. Conversely, if you have great marketing but lack product to monetize with, then leverage your way to that solution. Whatever aspect of the business is the constraint to growth can be solved through leverage.
This distinction is critically important because it completely changes what actions you’ll take and the results you’ll produce. Your constraints identify your key leverage points for accelerating your wealth growth. Stated another way, leverage is the quickest, most direct path to overcoming your constraints.
For example, let’s assume one of your financial goals is to buy five positive cash flow 4-plex apartment buildings over the next two years. The typical approach would be to learn about real estate investing so you can figure out how to accomplish your goal. That’s the forward-looking process, and there’s nothing wrong with that approach except that it’s not the most efficient way to produce results.
The reason is that as you continue, you’ll come face-to-face with your key constraints – you need the cash for the down-payments, and you need quality deal flow. It doesn’t matter how much you drive your plan forward, because without those two resources you won’t achieve your goal. They are the key constraints to your plan, and not coincidentally, the solution is leverage. You can leverage other people’s money for the down-payments and other people’s networks to access deal flow.
The point is that constraints are your quickest path to improving results, and the way you overcome your constraints is through leverage.
YOU DON’T NEED TO BE SMART, OR CREATIVE, OR HAVE A BIG NETWORK TO DO THIS
Let’s look at another example to make this leverage strategy clear.
Success in business requires that you have some, if not all, of these characteristics:
Your success can also be impacted by how much money you have, your personality, your experience, and your creativity.
But what if none of these were actually required?
Each of the listed traits will contribute to your potential for success, but they absolutely, positively won’t determine your success. There’s a huge gap between potential for success and actual success.
The key idea is: if you’re lacking in any of these valid contributors, it’s a constraint that can hold you back. It’s the same principle as in the previous example, except that you’re now applying it to your personal skillset rather than the characteristics of your business.
The problem with personal constraints is: they force you to work harder than necessary to grow less than your potential. They act like boat anchors holding you down.
But the good news is that your constraint problems are all solvable because leverage is how you break free of your personal constraints. It’s how you grow beyond your own limitations.
That point is so important that it merits repeating: leverage is how you break free of the personal constraints that hold you back because it gives you access to all the resources and skills that you lack. Think about this for a moment because it has enormous implications for your life and your wealth.
The fact is: you could be missing most of these personal characteristics that lead to success and still be wildly successful, because all of them can be put to work for your benefit using leverage. It’s a tremendously freeing concept.
And best of all, leverage is not some arcane secret-of-the-rich, and there’s nothing stopping you from using it right now (except, of course, yourself). It’s straightforward once you understand how it works. Whatever you don’t know or can’t do, somebody else knows more or can do it better than you. Whatever resources you lack, somebody else has.
4 THINGS YOU THINK YOU KNOW THAT JUST AIN’T SO!
Imagine you’ve been struggling to get your new business off the ground, but good news is on the horizon. All your hard work is about to pay off because a large national media company is going to publish a glowing review of your product. All of that media exposure (marketing leverage) is sure to lead to a surge in sales.
That’s when most business owners would get scared…
While the opportunity excites you, as the business owner you’re also scared. You’ll have to make some big bets and incur some huge risks. A lot can go wrong, and every potential mistake could be expensive.
Fortunately, you’re a master of leverage, so you’ve planned for this moment from the day you began building your business. You designed your company with scalability in mind, and you developed leveraged growth strategies that manage all those risks.
Because of your savvy planning, the manufacturing company that provides your product has plenty of additional capacity for you to leverage and has agreed to give you 90-day payment terms (financial leverage) during your expansion phase – because they stand to benefit from your growth as well. In addition, you completely automated your order processing (systems leverage) to prepare for this moment, so it will fully scale at volume with no increase in cost; and you sub-contracted (leveraged) all product fulfillment to a large fulfillment warehouse specializing in that service. They charge on a per-unit basis with declining unit costs as the volume of sales increases, and they have plenty of extra capacity to scale with the increased order flow. In addition, all communications for the entire product cycle, from manufacturing through order placement to fulfillment, and all the way through customer activation, are completely automated and systemized (systems leverage), so they scale automatically without increased cost.
In short, you prepared for this moment from the day you began building your business by integrating smart leverage strategies (that control risk and increase profits) into every aspect of the business. So you don’t have to risk the family farm to scale up for your big media appearance. Oprah Winfrey could call tomorrow, and you’d be ready for the volume, and if Oprah never calls, you’d still operate safely and efficiently. Heads you win; tails you win.
This is an example of how leverage can be used to make more while risking less. It’s not fiction; it’s power. But like all tools of power, some will use it wisely, others will abuse it, and still others will fear it.
That’s because leverage is something of a loaded term that can cause an emotional response in people due to common misunderstandings about how it works. Here are some examples of misconceptions and myths about leverage:
The only form of leverage that inherently increases risk is financial leverage. It’s the only type of leverage that always cuts both ways, making the good times great and the bad times unbearable. Financial leverage is the one strategy you have to be very careful with.
All other forms of leverage – time, technology, marketing, network, or experience – can actually increase results while reducing risk at the same time. When used properly, they can give you the best of both worlds.
WALKING THE TALK
I’m not just theorizing about the idea of leverage. I built my career around this concept, and for two decades I’ve coached clients to do the same – because it works.
My career experience has spanned three distinct stages, each tightly correlated to leverage. I started my career as a hedge fund investment manager in paper assets, and then became a real estate investor in large apartment buildings and tax liens, and now I’m an infopreneur teaching through online courses and books.
The answer in every case boils down to one word – leverage. I’ve always chosen high-leverage business models over the low-leverage alternatives, even when the high-leverage choice was less common and much more difficult. Each choice was a conscious, pro-active decision to pursue more leverage, rather than less.
High-leverage business has the potential for far greater success. When you get it right, profits can grow geometrically because it’s baked into the cake of the underlying characteristics of each business. Whereas low-leverage businesses are inherently limited by your personal resources, so they can never scale into something substantial.
The high potential payoff of the leveraged alternative justifies risking my time; whereas the low potential payoff of the unleveraged alternative isn’t worth paying the price of my (or your) scarcest resource – time.
IN SUMMARY
Leverage is simply another tool that you’re going to master so you can strategically employ it in your wealth plan in order to overcome the constraints that limit your growth. It’s not inherently good or bad; it’s just a tool that allows you to impact your world and develop your financial potential in a more effective manner.
Leverage doesn’t inherently increase risk (unless it’s financial leverage), but it does increase results, and that’s why it’s an essential tool for you to include in your wealth plan.
PRINCIPLES:
THE 9 PRINCIPLES OF LEVERAGE
THE TOP 9 PRINCIPLES FOR MASTERING LEVERAGE IN RECORD TIME
The shortest and surest way of arriving at real knowledge is to unlearn the lessons we have been taught, to mount the first principles, and take nobody’s word about them.
—Henry Bolingbroke
Now that you know what leverage is, and why nobody gets rich without it, the next step is to uncover the principles that determine how leverage works so you can put it to use in your wealth plan.
This chapter covers the first (and most difficult) of the nine principles of leverage that you need to understand before you can overcome the constraints that limit your life. Stick with me through this first foundational principle and the rest of the leverage principles will be easier to digest.
PRINCIPLE 1: MATHEMATICAL EXPECTANCY
Mathematical expectancy is how you convert an unknowable and uncertain future into statistical confidence. It’s how you convert doubt into a predictable outcome.
When you understand how mathematical expectancy works, it will change how you play the wealth building game forever.
It’s All About Expectancy
Expectancy and the closely related strategies of risk management and leverage are the three most important factors determining your financial success.
That’s because all wealth is math, and there are two equations that govern how your wealth grows. The mathematical expectancy equation determines your compound growth rate, and the future value equation determines what it will grow to, and by what date. When you combine these two equations, you have a complete framework for understanding your wealth growth process.
Unfortunately, most people have only a vague understanding of how expectancy works or what it means. Most people are turned off by math so the topic is rarely discussed in the press or in bestselling business books.
But this is unfortunate. Readers are missing out because mathematical expectancy proves that wealth planning is a rational, duplicable science that can be reduced to equations and principles that are safe and smart to use. These equations define the scope and shape of the process by forming boundaries around the knowledge required, which then provides a clear direction for best practices.
More importantly, mathematical expectancy is particularly interesting because it converts the uncertainty of an unknowable future into a plannable process that is clear and scientific, and that has predictable outcomes.
How Expectancy and Probability Interact in the Real World
Expectancy goes by many names, including expectation, mathematical expectation, EV, average, mean value, mean, or first moment.
What it tells you is how much you can expect to make, on average, per dollar risked. That definition clearly connects expectancy to your wealth growth, so let’s look at the formula:
While that’s pretty straightforward, let’s make it even simpler and more intuitive by reducing it to just two variables: probability times payoff. It’s the probability of something occurring multiplied by the payoff when it occurs.
In other words, you already understand probability, which is the odds of something occurring. Everybody gets that. A fair coin has 50% odds of heads coming up on any flip. Expectancy simply adds one more dimension by multiplying the probability of something occurring times the payoff you get when it occurs.
For example, what happens if heads pays $5 and tails loses $2? And how does expectancy change when heads pays $7, but tails loses $8? Those questions are answered by expectancy, not probability. So what you should notice is how probability is the odds of something occurring, but expectancy tells you the financial impact those occurrences have, and that’s where leverage comes into play.
The key thing to notice is how the payoff dimension completely changes the math. It converts the already intuitive odds of something occurring into something different – something that eludes most people because you’re not trained to think in terms of two dimensions with a payoff variable.
Expectancy is the result of how much you make when you’re right, minus how much you lose when you’re wrong, multiplied by how frequently you’re right or wrong. That net number is the average amount you expect to make each time you put your capital at risk, which determines your return on investment in your future value equation.
How To Convert Uncertainty into Opportunity!
Now that you know expectancy determines the growth of your wealth, let’s switch gears and connect all the logic blocks I’ve shared so far into a single picture that shows you how it all fits together and ties leverage into your wealth planning strategy.
I’m sure that’s a mouthful if you’re not familiar with these ideas, but I wanted to give you a step-by-step flow of how the logic connects – from uncertainty about an unknowable future to risk management and leverage strategies that control losses and maximize gains, thus tilting the payoff part of the equation to result in positive expectancy, or wealth growth. Again, here’s the equation:
Manage Your Payoff To Master Your Wealth Growth
The counterintuitive realization is that disproportionate payoffs can make you rich if you maximize gains through leverage when you’re right and manage the risk tightly when you’re wrong. Even if you’re wrong 9 times out of 10, or even 99 times out of 100, you can still profit by tilting the payoff portion of the equation. My suggestion is that you highlight that sentence in gold because it explains how you can reliably achieve your financial goals when facing an uncertain future.
Equally as important, you’ll want to realize how a strategy that produces mostly winning investments can still be a loser with negative expectancy if the average loss is larger than the average win. In fact, many investing strategies are notorious for that problem.
THE TRAP OF NEEDING TO WIN
But focusing on payoff is counterintuitive to most people because it’s not how we’re trained to think. I believe it’s a major reason that wealth eludes most people. We all have a natural bias toward winning with high reliability.
You want to be right. It feels good to win, and nobody likes to lose. We’re taught in school that high accuracy gets an A, and mediocre accuracy equals failure. Nothing below 70% correct is even acceptable, which is absurd. Even worse, many people mistakenly view failure as a measure of self-worth.
Everyone is looking for high reliability because we’re trained to think in terms of probability, but the percentage of winners versus losers is not the most important factor to your financial success, and it’s the thing you have the least control over. The real key to expectancy is how you control losses and maximize gains – through risk management and leverage.
It’s irrational to focus on winning versus losing because, as I said earlier, the future is uncertain, so it’s not really within your control. You should always try your best to win, but the reality is: if you play the game, losses are inevitable. It’s just a fact of life when the future is unknowable.
For example, I lose all the time. It’s a regular part of every week of my life. I never really get used to it because I’m human like everyone else, but I’ve trained myself to accept that putting capital at risk into an unknowable future means that losing is an inevitable part of the investment process and I have to accept that.
But payoffs are different. I actively manage my payoffs because that’s the part of the equation that’s controllable; and fortunately, the math is clear: if you do a good job of controlling losses, you can get rich relatively easily. It’s just a question of sample size.
The bottom line is: successful wealth builders are fine with losing more often than they’d like, but they’re very attached to the relative size of those wins and losses because that’s what’s really important to your financial outcome in life.
Think of risk management as the defensive half of your wealth plan to tilt payoff in the expectancy equation; and think of leverage as the offensive half of your wealth plan to tilt payoff. They each tilt payoff favorably, but in opposite directions.
When you put both leverage and risk management together in your wealth plan, the net effect is to radically tilt your payoff to such an extreme degree that your success becomes a matter of sample size. It’s not a question of if; it’s a question of when. All you have to do is implement both disciplines with persistence.
IN SUMMARY
Mathematical Expectancy can be somewhat counterintuitive because most people are conditioned to think in terms of probability, not expectancy. Expectancy is probability times payoff, and adding that payoff component to the equation changes everything.
Your wealth compounds according to expectancy, not probability. Introducing the payoff component to the equation emphasizes the essential role that risk management and leverage both play in your wealth growth. Risk management minimizes losses, and leverage maximizes gains. Together, they can create positive expectancy and wealth growth even if you lose far more often than you win (low probability of success).
Payoff is particularly important because the future is unknowable, so controlling probability is difficult. You can guesstimate probability, but it’s ultimately unknowable. However, you can control payoff.
Smart wealth builders focus on those things they can control so they can produce a predictably profitable outcome regardless of circumstances. Mathematical expectancy gives you the framework to achieve that objective, and leverage is the tool you use to create large wins, thus tilting the payoff equation and creating positive mathematical expectancy.
EXERCISE: EXPECTANCY ANALYSIS
Imagine you’ve accumulated a $50,000 “war chest” and set it aside to launch your dream business. You’re presented with quite a few business “opportunities” to consider. They all look promising, or you wouldn’t be considering them, but the future is always unknown so every one of them could fail.
Your task in this exercise is to flex your expectancy analysis muscles so you can get in the practice of maximizing your expectancy with every decision. Analyze each deal both in terms of probability of success and in terms of potential payoff versus loss. Also, notice the overall risk to your entire nest egg from a single deal versus situations where risk can be controlled so you can try multiple deals in a series should any one deal fail.
Analyze each opportunity above by answering the following questions:
Success for this exercise is not coming up with the “right” answer, because (just like in life) there is no right answer that’s knowable from analysis alone. Only in the fullness of time is the “right” answer known with 20/20 hindsight.
Success for this exercise is to train your mind to habitually think in terms of expectancy, and to begin viewing all life decisions through mathematical expectancy – because it has life-changing consequences. And if this challenges you to complete on your own then download the companion bonus package you get with this book. It includes a free audio recording where I analyze each business with a group of fellow students. You can download the entire bonus package for free at https://financialmentor.com/free-stuff/leverage-book.
For example, expectancy analysis can change your eating habits, exercise habits, prioritization of relationships, work projects, occupation, and much, much more. Yes, it’s that big of a deal. The outcome of your life will be determined by mathematical expectancy at many levels. You can either develop the habitual thinking pattern that makes it work in your favor, or you can endure the negative payoff.
THE PRINCIPLES TO LEVERAGE LIMITED RESOURCES
When a man tells you that he got rich through hard work, ask him: “Whose?”
– Don Marquis
Now that you’ve got the math fundamentals out of the way, it’s time to dive into a few principles that will be intuitive. These are the ones that are easier to see and feel the truth of. This chapter is going to explain how leverage can overcome limited resources to create exponential growth.
PRINCIPLE 2: TRADING TIME FOR MONEY LIMITS WEALTH GROWTH
What’s the most valuable non-renewable resource you have?
Obviously, it’s your time.
You aren’t making more. You can’t buy more. When it’s spent, it’s gone.
And if you’re trading that ultra-limited resource for money, you’re limiting your economic life to reciprocal forms of exchange, which is the hidden problem in most wealth plans.
But it’s not just trading time for money. Reciprocal exchange also includes trading your money for a product or a fixed interest rate of return. It means you exchange one thing of value for something of equal value.
There’s nothing wrong with reciprocal exchange when you have average goals, but it limits your ability to achieve financial independence.
For example, wage-earning W-2 employment can provide a nice income and lifestyle, but unless there is scalable upside potential through equity options or income growth participation, there is no leverage, which limits your ability to create a big win that tilts the payoff portion of your expectancy equation.
The problem with reciprocal income is that you’re limited to your personal resources because that’s all you have to exchange. Unfortunately, you can only work so many hours per day for so many weeks per year before you run out of years, and somewhere in between you’re supposed to enjoy your life.
Similarly, conventional asset allocation in paper assets (stocks, bonds, and mutual funds) is governed by strict mathematical limits to growth that is unfortunately beyond the scope of this book to explain (but is fully explained in both my Expectancy Wealth Planning course and my Expectancy Investing courses). For the purposes of this book, one of the drivers behind that limited growth is the lack of leverage involved. Sure, there’s some leverage in stock ownership, since you own a share of the company that, over time, will hopefully grow due to inflation and employee skill; but bonds offer no real leverage because they’re a form of reciprocal payment where you exchange value for value (in this case, you lend a fixed amount of capital for a fixed amount of interest).
Notice how these reciprocal exchanges of time and money – your two primary resources – are not benefiting from leverage? That’s the problem with traditional wealth plans that lack leverage. They’re based primarily on reciprocal exchange.
That’s why the traditional plan typically takes a lifetime to achieve financial independence (with the sole exception of extreme frugality); but a leveraged plan can work much faster, without resorting to extreme frugality, by applying principles that increase the mathematical expectancy.
PRINCIPLE 3: THE OPPORTUNITY COST PROBLEM
The core problem with reciprocal exchange is that your resources of time and money are limited.
Time and money spent in one place cannot be used elsewhere. There’s an opportunity cost to choosing to spend it in one way and not in another. At some point, your financial growth hits a wall.
The way it works is: you trade a unit of time for a unit of money, and then you add those units together to get a paycheck. Then you exchange this paycheck for the limited version of goods and services you can afford from the unlimited supply that you have to pick from. The more you make, the more you spend, and your savings gets what’s left over (if anything) after taxes and lifestyle spending take their cut.
When you limit yourself to your own resources, you’re without leverage. You have to rely on your own time, contacts, experience, money, and other resources. That’s why the three most expensive words in the English language are: “Do it yourself.” Relying on yourself only hinders your success.
Leverage gives you access to time and resources other than your own so you can produce greater results faster using less of your own time and money.
PRINCIPLE 4: TIME FREEDOM
Quick exercise: jot down what percentage of your day is spent trading time for money.
Now, how much of your day is spent creating leveraged growth?
If you want to know how long it will take you to become financially independent, just look at how much of your day is spent trading time for money versus how much of your day is spent creating leveraged growth. The greater the proportion of time dedicated to leveraged growth, the faster the path to your goal.
You can apply that rule to both of your primary resources – time and money – but time is really the driving force.
For example, just imagine if you were never going to die, thus giving you unlimited time. You wouldn’t need leverage because you could eventually satiate your desire for anything in the world. The smallest savings rate would eventually compound to a magnificent fortune, given unlimited time. That fortune could buy anything you desired, and any goal that mattered to you could be achieved, given incremental progress over an unlimited amount of time.
The fact that time is limited is what sets the deadline (literally!) that makes the financial acceleration through leverage so incredibly important to the quality of your life.
The successful application of leverage gives you the freedom to do what’s important to you in life and what aligns with your deepest values… without worrying about money.
IN SUMMARY
The reason leverage is so important is because your personal resources (time and money) are limited. If you had unlimited time and money, leverage would be unnecessary because the purpose of leverage is to overcome those inherent limitations we all face.
Most people limit their financial growth by engaging in a reciprocal exchange of their limited resources. They trade their time for money, or they trade their money for a limited return.
Eventually, you run into opportunity cost limitations where you can’t trade any more time to produce any more money because you’re already working as much as you can tolerate. There has to be a better way….
Leverage is how you overcome all of your personal limitations, including your primary resource limitations of time and money. Leverage gives you access to more time and money than you personally possess, so you can produce greater results faster using less of your own time and money.
EXERCISE: TIME TRACKING 1
This is a fun and revealing exercise.
One of my favorite ideas is that if you want to know how long it will take you to become financially independent, just look at how much of your day is spent trading time for money (or just pissing money away) versus how much of your day is spent creating leveraged growth.
Mark a calendar into 30-minute increments and track it for two weeks. Label each 30-minute increment as dedicated to leveraged growth, or not.
This practice is eye-opening because it will literally reveal if you are fast-tracking or slow-tracking your wealth plans.
Worksheets for this exercise (and all exercises for this book) can be downloaded absolutely free at https://financialmentor.com/free-stuff/leverage-book).
Are you spending the bulk of your time dedicated to leveraged growth strategies, or are you doing other things? The answer to this question will be a major determinant of your financial outcome in life.
GROW WEALTHY BY PROVIDING VALUE AND SOLVING PROBLEMS
All life is problem solving.
– Karl Popper
What if I told you that leverage can even help you take care of your kids for date night? I’ll explain that in a minute. The point is: it’s not always about making money.
Sure, financial independence is an incredibly valuable goal, but some people remain uncomfortable pursuing leverage because they feel like they’re using people or asking for a favor.
We’ve all been “used” by someone before, and it’s a lousy feeling. Nobody wants that. Which is why leverage done right is the opposite because it’s about helping and giving to others.
You know you’re helping and giving to others when you can answer “yes” to the following two questions:
If you answered “no” to either of these questions, then you’re likely more focused on what you want than what the other person wants. Your plans will be experienced by others as manipulative.
To understand how this works, you must shift your thinking from the reciprocal exchange model, where you trade time for dollars, to trading value for dollars – because value can be provided in many different ways.
PRINCIPLE 5: GROW WEALTHY BY PROVIDING VALUE AND SOLVING PROBLEMS
Your goal is to figure out how to give more value and solve more problems by asking the following two questions:
The common thread to all of these questions is “giving more.” That’s how you benefit everyone you do business with so nobody feels used.
Think of it from the other side of the table. The only reason someone welcomes your plans to leverage their time and resources is because it benefits them. People do what is in their best interests, so your goal is to design leveraged wealth plans that provide greater value and solve problems for all involved.
For example, I negotiated the purchase of a 102-unit apartment building using none of my own money. The purchase price was significantly below market value. In addition, the loan package I assembled was difficult to negotiate but added value to the property and cash flow for the new buyers.
In exchange for negotiating the purchase and loan, I received 10% of the property, or 10.2 apartment units, without using any of my own money. I didn’t even have to run the deal after the close. All I had to do was organize it and close it, and in return, I received ten apartment units for zero out of pocket and zero additional obligations.
The seller was happy because I solved a problem for him. The building had issues that made it complicated to negotiate and close. He was old and sick and needed it out of his estate for personal planning reasons; and he was extremely wealthy, so the price wasn’t his primary concern. It had already fallen out of escrow three times, so he sold it to me at a severe discount because he believed I had the skill to close the deal and solve a problem for him.
The investors were elated because I gave them more value than I took. They got access to a property that they couldn’t have bought without my skills and that doubled their money at the closing table.
I leveraged the investors’ money and solved the seller’s problem, and both the seller and the buyers leveraged my network, real estate knowledge, negotiation skills, and business skills. Everyone involved in the transaction benefited.
At this point you might be thinking: “This leverage stuff is easy for you, Todd, because you have all that financial knowledge.” But these principles are universally applicable and aren’t just limited to finance and real estate.
My wife and her friends leverage each other for affordable and trustworthy childcare. When my kids were small, the various moms took turns watching each other’s children while the other mom ran errands, exercised, or just caught her breath for a while. The kids happily entertained each other on these play dates, so the women got more done while spending less effort and money and they got better childcare as well – plus it was great socialization for the kids. Everyone benefited.
This network of moms also leveraged each other’s contacts. If one mom knew of a good babysitter, and the other was in a bind for date-night, the network would come to the rescue. If another mom had a great experience with a house painter or handyman, suddenly that guy got booked solid as his name worked through the network. Again, everyone benefited.
That’s the beauty of leverage properly applied: it not only builds wealth for you; it also helps and gives to others in the process, so everyone is better off. As you develop these skills, you’ll achieve greater success with less effort, and you’ll help your friends in the process.
IN SUMMARY
One of the keys to mastering leverage is to break free of reciprocal exchange limitations resulting from the false belief that all you have to give is time or money. What people really want is value, and they will gladly give you their time or money if you can deliver enough value. In addition, there are an unlimited number of ways to give value.
The key to giving value in every transaction is to make sure you’re giving more than you’re taking, or to make sure you’re solving a problem for the person that’s worth more than the price they pay for the solution.
Your goal is to give more – more of your talents, skills, experience, insights, network, resources, and anything else you can share. It’s a tremendously satisfying way to build your wealth because your financial growth becomes a measure of how much you’ve given to others.
EXERCISE: IDENTIFY POTENTIAL LEVERAGE POINTS
The purpose of this exercise is for you to identify your high-value skills and knowledge that should be leveraged.
The example I gave showing my high-value leverage points included my financial knowledge and my coaching experience. It’s an unusual combination of skill and knowledge that can deliver great value to people and should be leveraged to help more people solve more problems.
What are your high-value leverage skills and interests that can result in you massively growing income and wealth as you succeed? Commit them to writing.
The point is to think in terms of developing a big-win game plan. Don’t settle for mediocrity. Think in terms of how you can scale your knowledge and skills to deliver more value and solve more problems for more people.
MAKE YOURSELF UNNECESSARY
I’d rather have 1% of the effort of 100 men than 100% of my own effort.
– J. Paul Getty
You can’t leverage every aspect of your life. There are limits to this tool.
For example, you still have to do your own pushups if you want to get in shape. The only person who can play the husband role with my wife is me (or we’re both in trouble). Only I can be a daddy to my children. Only I can take care of my health, write my books and courses, and interview for media appearances. I can’t leverage any of these activities.
But the number of roles and tasks in your life that can be leveraged greatly exceeds the limited number of roles that can’t. Deciding which roles to isolate and leverage depends on your interests, and on the skills and resources you bring to the table. You must identify your strengths and your weaknesses to know what work is best completed by you and what should be delegated.
For example, I have leveraged my financial knowledge over and over again in each business throughout my lifetime. That was unique to me, but yours will likely be different.
PRINCIPLE 6: MAKE YOURSELF UNNECESSARY
The principle you’ll apply is to identify which high leverage activities make sense based on your skills and interests. You do this by identifying what things you, and only you, must do. Then you have someone else do the rest – because you’ll achieve more, better, faster results through delegation and partnering. It also frees up your time and energy to focus on your strengths and gifts.
For example, I’m the only one with the expertise to write this book and create my courses. But other people can edit, produce, and market those products. Other people can do accounting, answer certain emails, and do any other task that isn’t absolutely essential for me to complete.
One of the great entrepreneurial mistakes is falling prey to what Chris Ducker called the “Super-Hero Syndrome.” It’s a self-limiting belief built around the cultural notion of self-reliance that you can do it yourself better, or easier, or cheaper. You can’t!
If your goals are wealth and freedom, the only way you can have both together is with the help of others. If you think you can’t afford to get various types of assistance to accelerate your results, then you probably can’t afford not to, and the real holdback is simply not knowing how to do it right.
You have to decide what your highest and best value is to the implementation of your wealth plan and then delegate the rest. If you can’t deliver more value than what an employee in your organization costs then you don’t deserve more than a normal wage because you have nothing worth leveraging. Harsh words, but it’s also the honest truth.
You must identify the unique knowledge, systems, and abilities you can deliver that should be leveraged through employees and business systems to maximize the value you deliver to the world.
You can’t know everything. My general rule is that if specialized technical knowledge is required, then it should probably be delegated. For example, all of my website programming and development at FinancialMentor.com is delegated to an expert who does nothing but focus on that skill all day, every day. Similarly, you shouldn’t write your own legal contracts or perform your own brain surgery. Professionals specializing in these skills will always know more about their field of expertise than you could ever learn.
The point is you should only do what is absolutely necessary for you to do – where you are the required expert with the necessary skill. You’ll never be the best at everything, so let other people shine by demonstrating their expertise. Make yourself unnecessary everywhere possible so you can focus your limited time on those few areas where you’re truly necessary.
IN SUMMARY
Don’t be a super-hero and try to do everything yourself. It’s a fool’s game because when you’re the cog, then you’re the clog. There’s always more to be done than any one person can do. The more you try to do by yourself, the more you’ll just slow your progress and place a ceiling on how successful you can become.
The smart strategy is to identify those tasks that only you can complete, and delegate the rest. Focus your limited time on the few activities where you’re absolutely essential. Let others shine by doing everything else, thus leveraging other people’s time to accomplish more while focusing your limited time on just the highest value activities requiring your attention.
EXERCISE: TIME TRACKING 2
Download the time tracking spreadsheet that is part of your free exercise workbook found at https://financialmentor.com/free-stuff/leverage-book.
The purpose of this exercise is to identify and categorize how you spend your time, so you can pinpoint specific tasks that are either low value and should be delegated, or could be better performed by someone else with specialized skills.
The idea is: you should only do what produces the highest and best value for your time and what matches your special skill set.
Most people track their time using either an app on their smartphone or writing everything on a sheet of paper. The key is to tabulate all activities down to 30-minute intervals for at least two weeks.
You will probably be able to identify many activities that consume your precious time but provide little financial return. Some may be necessary, but you may be able to eliminate others. Also, look for tasks that don’t take full advantage of your talents. These tasks can usually be organized into standard operating procedures (SOP’s) and delegated to someone whose skills perfectly match the task.
The way you do this is by examining items 1, 3, 4, 5 and 7 above as potential delegation targets. These are the obvious activities to get off your plate.
Next, figure out how you can allocate more productive time to work on items 2 and 6. How can you design your wealth plan so those activities are your focus going forward?
UPFRONT COSTS, BENEFITS LAG
“Delaying gratification is a process of scheduling the pain and pleasure of life in such a way as to enhance the pleasure by meeting and experiencing the pain first and getting it over with. It’s the only decent way to live.”
M. Scott Peck
Imagine the acceleration and growth in your wealth plan when you have an entire team of talented people with specialized skills that are perfectly matched with the responsibilities they’ve been delegated – far more skill than you could ever accumulate in several lifetimes – and all working toward a common goal. That is how great success is achieved.
But leverage like that costs money, and that’s one of the biggest challenges you’ll face. There is always an upfront cost that must be paid in terms of time, training, or system development before you can benefit from the results produced. And, of course, there is never a convenient time to incur those upfront costs.
Employees and contractors are expensive. Software and business systems have upfront capital and training costs before they produce results. Your natural inclination when cash flow is tight is to conserve capital by doing it yourself, but this may be the exact opposite of what you should do.
Using Financial Mentor as an example, my investment and coaching experience is unique and valuable. Rather than deliver it one-on-one to individual coaching clients, it makes good business sense to leverage that knowledge in the form of products, with the help of business systems and employees to provide the production, delivery, and support. The highest and best value I can deliver is to get that knowledge out of my head and organized into a product format so I can deliver more value to more people at a lower price point.
That all sounds good in theory, but it’s really hard to do in practice because of the upfront cost and lagged results.
PRINCIPLE 7: UPFRONT COSTS, BENEFITS LAG
Consider the two scenarios: I could have a nice six-figure coaching practice working part-time, or I could spend years working full-time for nothing while I develop the educational curriculum, pay for employee support, pay for all the systems development that delivers Financial Mentor’s products, and produce the marketing systems to sell the product – all before a single dime is made.
The issue is lag. When I trade time for money as a coach, there is no lag. But with leverage, you pay upfront long before the benefit shows up down the road. That lag frequently leads to the incorrect conclusion that you can’t afford to delegate, when the truth is that you can’t afford not to delegate. Lag is just a required part of the process that you have to endure.
I call it “bridging.” You have to bridge the lag by trading time for money as you hustle to build leveraged sources of income that can scale. It takes time, and you have to remain solvent during that bridge time.
But there really is no other choice because without delegation, the alternative is that life will just get harder and harder – because the more successful you become, the harder you must work. In my case, I was taking on too many coaching clients as the demand rose and I was burning out.
However, with leverage, life gets easier the more successful you become – because you’ll do less and less of the work as you increase your leverage, until you’re only doing what is specifically required of you based on your unique skills and abilities.
Staying with this same example, I produce my books and courses once and I pay all costs upfront; but then I can sell them over and over, using systems leverage to deliver the value. It sounds good, but always remember that you must be willing to pay the price upfront in order to enjoy the benefits down the road – because of the principle of lag.
IN SUMMARY
Leverage seldom results in instant gratification. Instead, there’s typically a price to pay upfront before you can enjoy the benefit later (otherwise known as lag). And there’s never a convenient time to pay that price. Never.
If your goal is wealth and freedom, then you need to develop the habit of delayed gratification. You must embrace paying the price upfront and enduring the lag.
That requires you to bridge the lag. You must figure out how to pay your bills and get all the regular work done upfront before you see the benefits down the road. This usually means trading time for money temporarily while you build the leveraged sources of income that can scale.
EXERCISE: DELAY GRATIFICATION
Identify one wealth-building activity that involves delayed gratification, an activity that will benefit your life but that you’re not currently implementing.
Maybe it’s as simple as saving money. Or maybe it’s as complex as creating new leveraged operating systems in your business that require specialized software expertise.
If you can’t come up with an idea, then download 101 Leverage Hacks: A Cheat Sheet for Quickly Implementing Leverage in Your Wealth Plan. It will give you lots of ideas to pick from (https://financialmentor.com/free-stuff/leverage-book).
Rinse and repeat, creating a list of all the different ways you could create leverage and grow wealth through delayed gratification. Focus on two categories of ideas:
Pick one idea from the “easy to implement” category and get it done now. Then pick another one so as to develop the habit of delayed gratification.
Next, look over your list of “scares you to implement” and choose the one idea that has the biggest potential payoff (remember the concept of ‘expectancy’ mathematics).
Develop a thorough risk management plan to implement that high-value strategy. Solve all the problems that stand between you and that big payoff.
Rinse and repeat until you develop the habit of delayed gratification.
EXPAND THE GAP
Annual income twenty pounds, annual expenditure nineteen six, result happiness. Annual income twenty pounds, annual expenditure twenty pound ought and six, result misery.
Charles Dickens
The next leverage principle you’ll want to apply in your wealth plan is expanding the gap between how much you earn and how much you spend, so it grows geometrically instead of arithmetically.
There’s a natural progression to widening this gap. Most people start out as an employee – the producer in a reciprocal arrangement of time for money. The next stage in business development is usually self-employment, where you essentially buy yourself a job by doing most of the production. Unfortunately, this business model also lacks leverage.
PRINCIPLE 8: EXPAND THE GAP
The leveraged business owner removes himself from the production equation, so the business runs itself in his absence. You achieve this goal by converting everything you do into a step-by-step, connect-the-dots system that anyone with the right skills can follow. If one employee leaves, a new one with similar skills can be plugged into the system. Standard operating procedures and employee expertise control the daily operations so the owner is free to work on business development or even take an overdue vacation.
Another way to think about this principle is to reposition your work responsibilities from those of a producer to being the conductor of the orchestra. Your employees are band members in your orchestra, and if they all did their own thing, you’d have a cacophony of noise. It’s up to the conductor to bring the different sections of the orchestra together at just the right times so as to create beautiful music.
The business owner does the same thing by directing the various members of his team toward a common goal to produce geometrically growing results. You, as the owner, strategically decide what needs to be done and when, in order to achieve maximum growth, and you delegate to your employees and to your business systems so they produce the desired results.
The ultimate goal is to design your wealth plan so you can leave for three months at a time with the knowledge that your business, real estate, and investment portfolio will all grow in value during your absence. This challenge is not easy. Most businesses fail and the few that “succeed” limp along for years as glorified self-employment. Probably less than one percent of businesses successfully utilize leverage to attain true freedom.
But when you correctly apply leverage, it’s possible for you to geometrically widen the gap between revenues and expenses so that equity grows exponentially rather than arithmetically. I’ve done it several times, and it’s absolutely worth the effort.
It’s not easy to do, and I don’t want to deceive you by implying that it is. But it’s also not any harder than the alternative of working an entire lifetime for financial mediocrity.
IN SUMMARY
You want to accelerate your wealth plan through geometric growth rather than arithmetic growth. The way you seed that growth is by expanding the gap. In paper assets, the gap between income and expenses results in savings for investment; and in business, the gap between income and expenses results in geometric growth of equity as a multiple of earnings.
The greatest potential for expanding the gap is through leveraged growth of income because expense reduction is inherently limited. Income growth is unlimited, and leverage is the accelerator.
EXERCISE: TIME TRACKING 3
This exercise goes the next step beyond categorizing all tasks as either essential or delegable. It’s specific to business owners and the goal is to make yourself unessential to the daily operation of the business so you can multiply income growth geometrically.
In this exercise, you assume everything is delegable until it’s proven that it’s not.
Start by tracking every activity in your day that requires your attention.
For example, every time your team emails you to solve a problem, make a note of that. Every time an employee or virtual assistant asks you a question, note that as well.
In short, every time your work effort is required, treat that as an opportunity to create a system or standard operating procedure to replace your involvement.
For example, in my Financial Mentor business, I used to complete every aspect of publishing every article on the website. Now the team has a standard operating procedure that governs how articles get published, and each person on the team has a specific role. This system has completely replaced my involvement.
The goals of this exercise are: 1) to progressively make yourself unessential for day-to-day operations so you are free to take time off whenever you desire with zero impact on your business; and 2) to work exclusively on business development during the time that you do work so you can expand the gap by growing income.
Again, the key to this exercise is tracking absolutely everything you do daily in your business and treat those things as a failure of your systems. Try and replace every requirement of your time with some form of leverage until you are completely free.
THE ULTIMATE LEVERAGE
There can be no real individual freedom in the presence of economic insecurity.
– Chester Bowles
I’m trying to be 100% transparent in this book. I don’t want to sugar-coat the instruction with motivational cheerleading that encourages you to do something without full awareness.
Leverage may sound great, and it truly is amazing when it’s working for you. In fact, you’ll pinch yourself because the results defy intuition. But the truth is, it can be a tough slog to get there. The goal is valuable, but the journey can be a lot of work filled with difficult challenges that have to be overcome.
But there’s no other choice that makes sense when your goal is financial freedom. Expectancy math necessitates that you spend your limited time pursuing big wins, and big wins come through leverage.
Besides, there’s no tougher life than working away all your years to achieve financial mediocrity… or worse. If you’re going to spend all those years working anyway, then you may as well design your work with leverage so it can lead to outsized wins that result in financial freedom. No other alternative makes sense.
PRINCIPLE 9: FINANCIAL INDEPENDENCE
Life is an adventure; embrace it and live it fully. Who cares if it’s hard? Comfort and ease are overrated. Just go for it by playing smart with careful risk management to control losses while pursuing big wins with leverage.
It’s literally that simple. Even though the high leverage alternatives that I pursued throughout my career were universally more difficult, there was never really another choice because nothing else made sense for my plan, given my goals. It was the only path worthy of my scarce time.
And this brings us to our final principle: financial independence is the ultimate leverage in life. When you’re financially independent, your passive income exceeds your expenses, giving you the freedom to create whatever you want with your life. The bulk of your waking hours that were previously spent earning money, managing money, worrying about money, and spending money are suddenly available for anything you choose, and time is your ultimate scarce resource. Not only that, but you also have the money to do whatever you want with that time. It’s that rare combination of both time and money that opens up possibilities for your life. No other goal opens up more possibilities for fulfillment.
Financial freedom gives you the opportunity to serve others without worrying about how much it pays. You can volunteer your time for worthy causes that are personally fulfilling, or you can pursue creative interests in the arts, music, or theatre – even if they never pay you a dime. You can even try that crazy business idea lurking in the back of your head – the one that’s personally motivating because it honors your values, but you know it may never pay well.
You can leverage your money to buy the best education available for your children, giving them a solid start in life, and you can free your spouse from having to work for money so you can both pursue a fulfilling life on your own terms.
Financial freedom is the ultimate leverage because it gives you the time and money to live the life you want to live. Nobody ever lay on their death bed wishing they had lived more selfishly or spent more time in the office, so use leverage to free yourself from economic bondage and buy back your time. Once you become financially independent, you can use that time and money to live a full and creative life that gives back to others.
IN SUMMARY
The 9 Principles of Leverage govern how the 6 Types of Leverage operate in your wealth plan. They are the “how” and the “why” that drive every strategy you’ll use to overcome the resource limitations you face and to break through the constraints that block your wealth growth. By understanding the 9 Principles, you keep yourself from becoming over-worked, distracted, hampered by limited resources, or tempted into risk beyond your tolerance.
It’s about getting the fundamentals right so that you’re building on a solid foundation. If you’re a kid and your goal is to be in the NBA, you need to master the fundamentals. The best players have unbelievable practice discipline to remain at the top of their game. Like an NBA player, you have to focus on drilling the fundamentals of your leverage game. Don’t worry about specific outcomes or short-term gains. Play the long game by focusing on the process that reliably produces results and the outcome will be inevitable.
To recap, the fundamental principles of the leverage game are:
STRATEGIES:
THE 6 TYPES OF LEVERAGE
THE 6 TYPES OF LEVERAGE
No person will make a great business who wants to do it all himself or get all the credit.
– Andrew Carnegie
Imagine trying to build a house with only a screwdriver and a hammer. That’s what building wealth with only time and financial leverage is like. To build a house you actually want to live in, you also need saws, tape measures, chisels and levels, so you can use the right tool in every situation. Each tool has a specific function, and it must be applied correctly.
Building wealth is just like building your house. You’ll need all six leverage tools to overcome the constraints you’ll encounter on your journey toward financial freedom – because each tool unlocks a specific limitation that holds you back.
Time and financial leverage are the two most common types of leverage. However, there are four other types of leverage that are less commonly understood but equally valuable. More importantly, each of the six types of leverage delivers a specific solution to a specific type of constraint in your business and financial plans.
For the purposes of our discussion, we’ll organize all of the varied leverage tools into the following categories:
BOOST YOUR LEVERAGE WITH OVERLAPPING STRATEGIES!
While it’s helpful to organize the various leverage tools into a framework built on six categories, the fact is that, in practice, the different types of leverage typically overlap.
For example, my information product business on the Internet uses technology to manage and deliver the product, but it’s really a form of knowledge leverage where I package my experience into a scalable business model which then requires marketing and communications leverage to develop the sales funnels.
Notice how a single business model can apply multiple types of leverage, and how each leverage tool performs a specific function for the business model; yet they are seamlessly interconnected.
The mistake you want to avoid is drawing hard lines in the sand with each category definition. The categories are a useful framework for mentally organizing what would otherwise be an unwieldy collection of tools. They help you understand how to connect the function of each tool to your strategy; however, as you get more accustomed to working with the tools, you’ll see how these lines of distinction get blurred.
Always remember that the core principle driving all types of leverage is to help you do more with less of your own resources by expanding the resources at your disposal. They are all tools that accelerate your wealth so you can produce faster, greater results.
IN SUMMARY
Think of building your wealth like building a house. Although you may be comfortable wielding a hammer, a hammer isn’t appropriate for every situation. You’ll need to employ many tools and strategies to accomplish your goals effectively. With leverage, using all six types will help you build the best financial house.
The next few chapters will give you a deep-dive into each type of leverage so you have the tools and strategies necessary to overcome the obstacles that separate you from the financial success you desire.
EXERCISE: 10X YOUR RESULTS
The purpose of this exercise is to break open your thinking from the structured, limited box that all of us tend to get stuck inside.
The idea is for you to create seemingly outlandish goals that you could never achieve when limited to your own resources. Then try and figure out how to actually achieve those crazy goals using leverage.
The cliché slogan (that’s actually true) is “when you shoot for the stars, even if you fail, you’ll end up on the moon” (which is a pretty amazing achievement).
Your homework is simple. Take whatever goals you have, multiply them 10 times, and then create serious plans using leverage to actually achieve those new goals.
Try to figure out a realistic way to 10X the results you produce, the income you earn, and your net worth. It will force your mind to incorporate leverage to open up new possibilities.
There’s simply no other way to achieve a 10X goal. It will shake up your thinking patterns and force new strategies. It will challenge your assumptions and expectations.
So go ahead… how will you 10X your results? Figure out a serious plan to make it happen and see what changes occur in your limiting beliefs.
And then, for extra credit, 10X your 10X goals and repeat the exercise. Push the boundaries. What can you learn?
1 – FINANCIAL LEVERAGE
The rich rule over the poor, and the borrower is servant to the lender.
– Proverbs 22:7
Sean Quinn was the richest man in Ireland, estimated to be worth $6 billion in 2008. By the end of the financial crisis that began that year, he was $3 billion in debt and he declared bankruptcy.
Allen Stanford, founder of the Stanford Financial Group, was worth $2.2 billion before being convicted of operating a Ponzi scheme and losing everything.
Bjorgolfur Gudmundsson built an Icelandic bank to a personal fortune of $1.1 billion in 2008 before filing for bankruptcy in 2009 after the Icelandic banking collapse.
I’m fascinated by stories about people who build vast fortunes, only to quickly lose them. Each story provides a kernel of wisdom regarding what works to build wealth and what can destroy that success. On close inspection, the pattern that emerges is that leverage is nearly always the driver behind the rise, and that inadequate risk management is the cause of the fall.
The unique characteristic of financial leverage is that it cuts both ways. It makes the good times great, and the bad times unbearable. It amplifies your return on investment, so when things go south you can get into trouble fast.
Financial leverage places a premium on risk management skills, because without them you’re just an accident waiting to happen. You must know how to control losses during periods of adversity so you can produce consistently profitable results.
FINANCIAL LEVERAGE VERSUS INVESTING
People often confuse financial leverage with normal investing. Financial leverage is the use of other people’s investment capital or debt financing to increase profits. It’s putting other people’s money to work for you.
This is very different from putting your own money to work for you. For example, investing your money in dividend stocks or bonds is not financial leverage because you’re not incurring debt and you have no financing costs to carry.
Yes, it allows you to live off the passive income produced by your capital because it is your money that is producing the income, not your time, but there is no leverage involved. You’re merely putting your investment capital to work so you can make money without regard to how you spend your time.
When you invest your own money, the only cost of capital is the time you took to earn and save it. You have no interest cost and you don’t have to repay the money, which is a key distinction. It’s very different from borrowed money, which is what we mean by financial leverage.
When you leverage other people’s money, you’re putting more money to work than you actually own. This creates debt, resulting in a debt-to-equity ratio. The higher the ratio, the greater your financial leverage (and risk!).
Let’s say you buy an investment property worth $100,000 by putting 10% down and leveraging the other 90% with mortgage financing. To keep things simple, in this example we’ll ignore cash flow and tax considerations so we can isolate the leveraged impact on changes in equity.
If the property increases in value by just 10%, you’ll have a 100% return on investment because you only invested $10,000 to control $100,000 in property value. The rest was borrowed. That means a mere 1% increase in property value equals a 10% return on investment. Conversely, if the property drops in value by 10%, you’ve lost all of your investment. That’s the power of financial leverage. When you’re leveraged 10:1 it means all changes in equity value are multiplied by 10.
RETURN MUST EXCEED BORROWING COST
The key to profiting from financial leverage is that your return on investment must exceed the cost of borrowing. In the example above, where you leverage real estate equity with mortgage financing, you’ll increase your profits as long as the real estate returns more than the financing costs net of expenses. The difference between the asset return and the financing costs is your profit.
The obvious implication is that borrowed money should only be used to fund an income producing asset, and never for consumption. If the money borrowed is used for consumption, that’s just extending your spending capability. It’s like hiring an employee who gives you massages all day. It might feel good in the moment, but it’s not going to grow the business. Financial leverage should only be used to purchase assets that produce more revenue than they cost.
For example, let’s assume you invest on margin with a 50% maintenance requirement. That means for every $2 invested in equities you only need $1 in cash, so your investment is leveraged 2 to 1. If your equities rise by 100%, your account value will rise by 200% minus financing costs. Conversely, if your equities decline by 50%, your account will decline by 100%, meaning you’re wiped out, plus you’ll also lose the financing costs.
Notice how financial leverage creates asymmetric returns because you must subtract financing costs from the gains, but you also have to add financing costs to the losses. The cost of leverage reduces the good times and magnifies the bad times. That’s because the carrying cost, or interest on the financing, must get paid regardless of the return on investment. So when you get a negative return on investment coupled with interest costs, it’s very easy to get in trouble fast.
A great example of this problem is the large number of real estate investors who lost everything during the 2008-2009 economic downturn. The common practice back then was to purchase investment property with a 10% to 20% down-payment and to re-leverage as properties increased in value. In other words, if you bought a house for $100,000 with $10,000 down and it increased 20%, then that $20,000 gain would get reinvested to buy two more $100,000 houses with $10,000 down on each, so you never had more than 10% to 20% in equity. Leverage inflated the bubble by creating more and more demand for investment property as prices rose; but it also led to the destruction of the bubble because a mere 10% to 20% loss in asset value caused a 100% loss of invested capital – resulting in massive foreclosures and forced selling.
Similarly, financial leverage was the cause of both the rise and fall of Long-Term Capital Management in 1998. The firm used highly leveraged strategies in the credit markets, which worked fine… until it didn’t. The carrying costs plus leveraged losses buried the fund so fast that it took government intervention to unwind the mess and stabilize the financial markets. They couldn’t even sell their losing positions in the market because the entire house of cards collapsed so abruptly.
THE 3 MUST-FOLLOW RULES FOR FINANCIAL LEVERAGE
This section introduces three rules for employing financial leverage in your wealth plan.
Rule 1: Avoid over-leverage
Commodity trading is one of the most leveraged investment strategies. Not surprisingly, more than 90% of all commodity traders end up losing money.
That’s not a coincidence.
The contractual leverage built into commodity trading makes it easy to control massive amounts of price change with very little money. If you get on the wrong side of the market just once and your account is undercapitalized (or overleveraged), you’re quickly out of the game.
For example, assume you trade sugar futures on the Chicago Mercantile Exchange (CME). Each contract is for 112,000 pounds of sugar. Every 1-point price change in sugar represents $1,120.00 of gain or loss, and the initial margin requirement to control the same contract is roughly the same amount of money. Controlling the price change on 112,000 pounds of sugar with little more than $1,000 (exact margin requirements vary) represents extraordinary leverage. It takes very little price change to wipe out the initial investment.
The rule is simple – the greater your financial leverage, the greater your risk. There’s no rule of thumb for what’s safe versus not safe. It’s simply a sliding scale where less financial leverage is safer and more financial leverage is riskier. The greater your financial leverage, the less room for error you have. You must be sufficiently capitalized to execute your plans through normal, expected setbacks. Never leverage yourself to the point that it puts your survivability in jeopardy.
Rule 2: Manage risk
Financial leverage multiplies your results, which is why it’s appealing. It’s the kind of leverage that allows you to invest $1,000 today and get $10,000 a few years from now. But because of its enormous multiplication power, your allowable margin for error is much thinner than without it. To manage this risk, you want to put a cap on the downside risks as much as possible just in case a worst-case scenario should strike.
For example, my real estate portfolio was made up of different properties in different states, each held in a separate legal entity, and each building was financed with non-recourse mortgages. That way, if a lawsuit, environmental disaster, or job market change struck one property, the damage would be contained so it didn’t impact the other properties, or my personal equity.
Every business and investment strategy must always have a contingency plan for worst case scenarios, and you need to build it into your plan before you ever put money at risk. Financial leverage only makes risk management more important because of the much thinner margin for error resulting from multiplying all losses.
Rule 3: Minimize financial leverage during deflation
The normal economic reality for investors is inflation. It has been so persistent for most of your lifetime that you might mistakenly assume it’s a given, but it’s not. Deflation occurs frequently enough that you must be prepared.
Financial leverage is a great strategy when your payment amount is fixed in nominal dollars, but you repay those debts with future, inflated dollars. It’s even better when the assets you purchase with leveraged money rise with inflation. In fact, that’s exactly how most real estate fortunes have been made.
However, deflation turns that analysis upside down. Asset values decline and you’re forced to repay debt in more valuable, deflated dollars. An excellent example is the 2008-2009 real estate market decline that wiped out many investors.
Few people can conceive of deflation’s far-reaching impact because of its virtual absence from economic history. The truth is the government wants inflation and generally controls the economy to produce inflation. That’s why the dollar has lost 90% of its purchasing power twice since the creation of the Federal Reserve in 1914. Yes, the value of the dollar has declined 90% twice in roughly 100 years, demonstrating the pervasive, powerful force of government-induced inflation.
That’s good news for financial leverage because inflation is the economic condition that gives this strategy the greatest probability of success. But it also means you want to be very careful when you see any indications of deflationary risk.
The most common precursor to deflation is an advanced credit bubble. In 2006, anyone in the United States who could fog a mirror could get a 30-year fixed mortgage on almost any size home without even proving income. They were called “liar loans,” and through excessive financial leverage they artificially created more demand for housing than people could actually afford. As an avid real estate investor at the time, I chose to do the opposite by selling my investment real estate to reduce my financial leverage, thus controlling my risk exposure to the subsequent deflationary decline.
If you’re in the late stages of a credit bubble where deflation is a genuine risk, consider designing your plan to use one of the other five types of leverage described in this book. Be strategic. If the economic environment is unfavorable for financial leverage, risk management tells you to use the other leverage tools that don’t cut both ways.
For example, once I had sold all my real estate leading up to the 2007 top, I switched my focus to building FinancialMentor.com using the five other types of leverage that don’t carry the same downside risk. It was a conscious decision to manage deflationary economic risk by eliminating financial leverage in real estate. This illustrates a key principle: never get married to any one asset class or strategy. Instead, always allocate your capital where the risk/reward is most favorable by avoiding high risk situations. This one strategy has been worth millions to me in my investment career, and it can dramatically improve your investment performance consistency.
IT TAKES MONEY TO MAKE MONEY
Just because I’m cautioning you against financial leverage doesn’t mean I don’t like financial leverage. When used wisely, it can be an important weapon in your wealth building arsenal – because it’s how you overcome the limiting belief that it takes money to make money. The beauty of financial leverage is: if you have a valuable investment opportunity, you can find the capital needed to fund it; you don’t need to have your own money.
This is very important because the belief that it takes money to make money is a dangerous deception that limits people’s wealth plans by closing possibilities.
For example, in an earlier chapter I shared how I acquired 10.2 apartments units using absolutely none of my own money or credit. I worked hard to find a great deal by analyzing investment areas and sorting through more than a hundred properties over a period of months before I could negotiate something that would work. It took skill, discipline, and effort…but zero money.
I know lots of people who’ve built very profitable internet-based businesses – both in ecommerce and digital publishing – for almost no money out of pocket. Yes, it took a lot of work and they had to develop many skills to succeed, but money was not a factor. What you need is a great idea and the sweat equity to make it happen.
Max Gunther wrote the book “The Very, Very Rich and How They Got That Way,” which pulled data from Fortune Magazine’s lists of the wealthy that preceded Forbes’ now infamous list of the 400 richest people. In 1968, half of the people in Fortune’s list inherited their money, but a recent study of the Forbes 400 showed that 69% of the list created their own fortune.
This demonstrates the declining role of inherited wealth over time, as new wealth created by industrious, hard-working entrepreneurs is supplanting old wealth.
Similarly, Amar Bhide wrote, in his book The Origin and Evolution of New Businesses, that most of the founders of Inc. 500 companies bootstrapped their business, with a quarter of them starting with less than $5,000, and nearly half with less than $50,000. Think about it. If half of the Inc. 500 was launched with less than $50,000 in starting capital, then clearly money is not the obstacle to building wealth.
FINANCIAL LEVERAGE WITHOUT MONEY
Another myth is that the only type of financial leverage is borrowed money, but in fact financial leverage comes in many forms.
For example, derivative financial instruments such as futures contracts and options are highly leveraged investments because they control a much larger amount of underlying assets with a small amount of money than is possible to control through outright ownership.
Futures contracts are legal agreements to buy or sell a commodity or financial instrument at a specified time in the future. They are standardized in both quantity and quality of the commodity to facilitate trading of these contracts on a futures exchange.
The key point is: they are just contractual rights to buy and sell, as opposed to actually buying or selling the underlying commodity itself. This introduces leverage according to the terms of the contract, because the price change in the commodity is controlled by a tiny fraction of the amount of money (margin) that would be required to buy or sell the commodity itself. The contractual obligation is what introduces the leverage, as explained in the earlier example regarding sugar futures.
Options are similar, except the holder has the right, but not the obligation, to buy or sell the underlying asset at expiration. The futures contract holder is obligated to fulfill the terms of the contract; whereas the option holder literally has the option to exercise his right if his contract is “in the money,” meaning the physical price has moved beyond the option strike price. If the option is out of the money at the expiration date, then it expires worthless.
The nuances of leveraged financial contracts create highly specialized investment strategies that require great skill to implement successfully. It’s a specialized investment field that should only be accessed if you have proper training and experience. Many claim to sell futures and options courses for beginning investors, but playing with leveraged financial contracts is like playing with fire. The complexity is great enough to burn even experts, and several books would be required to fully explain how they work. They’re a highly specialized field of investing that is beyond the scope of this book, which is focused on how to apply leverage to grow your wealth.
What is relevant here is to understand that contractual financial leverage follows the same key principles as discussed in debt leverage above. It cuts both ways by magnifying both the gains and the losses. The difference is, it doesn’t require money out of pocket because it’s a contractual obligation, not a debt that must be repaid.
HOW OPERATING LEVERAGE MULTIPLIES YOUR PROFITS (AND LOSSES!)
Another form of financial leverage is operating leverage resulting from the cost structure and capital structure of a business.
The cost structure of your business is composed of both fixed and marginal costs. Fixed costs are those costs that don’t change when output and sales vary. Variable costs are those costs that change with different levels of output and sales. For example, rent is usually a fixed cost and materials are usually a variable cost.
The higher your fixed costs as a percent of your total cost of goods sold, the higher your breakeven point, which increases both operating leverage and risk. High fixed costs and low variable costs give the greatest operating leverage, resulting in the greatest percentage change in profits, both upward and downward, for any given change in sales volume. A high percentage of fixed costs will magnify the impact of changes in revenue on total profit, which then is multiplied out in equity because the value of any asset is the discounted present value of its cash flow.
In the stock market, you’ll see this during economic downturns where companies that experience a small percentage decline in sales will have dramatically reduced profit margins and earnings because the small decline is magnified through operating leverage. For example, a company might require 80% of its sales volume just to support fixed costs, so that all profit comes from the last 20% of sales. That means a 10% drop in sales could reduce profits by a whopping 50%, which might cut the value of the company in half (or worse, depending on market conditions).
ArcelorMittal (symbol MT) is a great example of this problem. Revenues declined by only 15% over a three-year period, but income declined from a positive $2.3 billion to a loss of $2.5 billion over the same time period. This shows how operating leverage can cause disproportionate changes in earnings relative to changes in sales.
What you should notice is how fixed costs increase risk and potential reward, just like other forms of financial leverage. Decreasing fixed costs, thus reducing operating leverage so that costs better match revenue, both reduces risk and potential reward from changes in income. When all costs are variable, the input/output relationship to changes in income is essentially one-to-one. However, the existence of fixed costs amplifies the input/output relationship to greater than one, resulting in operating leverage.
For example, when I bought apartment buildings in the Midwest, the operating leverage was phenomenal compared to the much-more-expensive West Coast. Two-bedroom apartments that rented for $450 per month had fixed operating costs of $300 per month and sold for around 18K to 22K per door because that’s all the $150 in leftover income per month could support in mortgage financing.
When the rent for those apartments rose to the $600 to $650 per month range, the value of the building roughly doubled. The fixed expenses for operation remained at $300 per month per unit, but now there was twice as much income left over to support the mortgage payment, causing the building to double in value even though the rents increased by only 30%.
That is an example of operating leverage built into the financial statement of how apartment valuation works. When fixed operating costs equal close to rental value, it means the property is essentially worthless. However, small changes in rental income above fixed operating costs have a magnified impact on property value because of the high operating leverage.
Contrast this high leverage situation with a theoretical San Francisco property that might rent for $2,500 per month and cost a similar $300 per month to operate. The $2,200 per month of leftover income after fixed expenses means there’s a lot of revenue to pay the mortgage, which explains why San Francisco property is so expensive. However, when rents rise by the same $200 per month, the increase in property value will only be roughly 10% (because $200 is roughly 10% of the $2,200 in income after expenses). In other words, there’s very little operating leverage in this situation.
This is a simplified example to demonstrate the principle. Of course, no real estate market prices assets exactly this way, but they do follow the principle as demonstrated.
Commodity stocks are another example of operating leverage causing disproportionately large swings in equity. Gold stocks routinely swing 2X to 3X the price change in gold. If gold is up 1%, the gold stock indexes might be up 2% to 3%. That’s because the price of gold might be $1500 per ounce but the cost of production for the miner might be $1200. So a $150 move in the price of gold is only a 10% price change, but it equals a 50% increase in profit per ounce for the mining company because of the operating leverage relative to changes in the price of gold.
THE SIMPLE WAY TO BECOME A MILLIONAIRE USING FINANCIAL LEVERAGE
Most Americans correlate wealth with becoming a millionaire. We can probably thank Rich Uncle Pennybags, the Monopoly mascot, for some of this aspiration. If making a million dollars is your goal, let’s look at two strategies for achieving millionaire status.
The first strategy has some major flaws, but it’s also the traditional financial plan of saving your way to riches.
First, you have to earn the money. Then, you pay taxes on that money. Then, you pay your expenses, and hopefully have a little bit left over to save. With that little bit left over, you invest it to grow. While it’s growing, you are paying taxes on that growth. It’s a long, slow process with limited growth because of strict mathematical rules.
An alternative but well-proven strategy to become a millionaire is to just borrow a million dollars and invest that money in an asset that produces enough income to pay off the debt. When the debt is paid off, you’ll still have the asset and presto, you’re a millionaire.
This strategy has several advantages. You immediately begin compounding your wealth on a million-dollar base of positive cash flow assets, such as real estate or business, that then pay the debt back for you. It acts like a forced savings plan where every monthly payment grows equity, plus you benefit from compound growth on a much larger asset base.
It doesn’t take a math genius to know that 10% on a million dollar asset you leveraged with debt financing grows equity a lot faster than a 10% return on the $5,000 you were able to save from earned income.
The key concept is: you’re immediately working from a much larger base of invested capital, but always remember that this only works if the asset is cash flow neutral or positive. That’s one of the three rules governing financial leverage – the asset purchased with the borrowed money must return more than the cost of the financing.
It might be an apartment building where the tenants pay the mortgage, or it might be machinery that multiplies revenue for your business, but the asset you leveraged must produce cash flow sufficient to pay the debt back because that’s what creates the forced savings plan and allows the compound asset growth to be the gravy on top.
The key principles behind why this strategy works are:
The McDonald’s corporation is a classic example of this strategy. Most people think McDonald’s is in the hamburger business, but they’re really in the real estate business. Hamburgers are just how they pay the mortgage (debt financing leverage). McDonald’s occupies some of the most valuable retail real estate locations throughout the world, all paid for by selling fast food.
Corporate bond financing is another example of the same strategy where debt is incurred (financial leverage) to fund the equity growth of the business. As long as the assets created with the debt financing return more than the cost of the debt, the result is accelerated equity growth. The key is: The return on investment must exceed the cost of capital.
There are many strategies you can use to leverage borrowed wealth into a personal windfall. Just rethink the generic platitudes and try something new. When analyzing the opportunities, manage your risk exposure carefully and make sure your income creates equity above and beyond the initial investment!
10 MORE WAYS TO GROW YOUR WEALTH WITH FINANCIAL LEVERAGE
If you’re not ready to apply the “borrow a million dollars” strategy, there are still many other ways for you to put financial leverage to work in your wealth plan. Consider the following potential strategies to see if any might help you achieve your current wealth goals faster or more reliably:
Just to be clear, I’m not recommending that you use any of these strategies because many will not be appropriate for your personal situation. This is just a list of potential ideas to consider and to help get your brain thinking about how you could apply various concepts to your own wealth plan. Each is an example of increasing financial leverage to increase potential return, but always remember that they increase risk at the same time.
For the complete list of 101+ Leverage Hacks: A Cheat Sheet for Quickly Implementing Leverage in Your Wealth Plan, go to https://financialmentor.com/free-stuff/leverage-book.
THE ZEN OF FINANCIAL LEVERAGE: RISK MANAGEMENT
Finally, no discussion of financial leverage is complete without emphasizing the importance of risk management.
Financial leverage both increases potential rewards and decreases the odds of survivability. A highly leveraged business using debt financing has a higher risk of failure than an unleveraged business built on equity alone because the debt must be paid like a fixed cost, effectively creating a form of operating leverage.
Stated another way, the higher the percentage of revenue that flows to profit, or conversely, the lower percentage of revenue that must pay expenses, both marginal and fixed, the safer the business and the lower your risk as an owner.
This is intuitively obvious in the rental real estate business when you own the property free and clear. Your risk of failure is very close to zero because your remaining costs – taxes, insurance, and maintenance – should be a tiny fraction of your rental income. That makes it a very secure way to produce positive cash flow.
The same principles apply to your personal finances. For example, if you have a big mortgage on your home and you have car payments every month because you leveraged up with borrowed money, that means you must earn that much more income to service all that debt before you have anything left over to buy food or fund savings.
Conversely, it’s easy to pay your bills and save money when you have no housing costs and no debt. Financial freedom is easier and more secure when your cash flow requirements are lower.
That’s why you often see people pay off all their debt as they approach retirement. It increases the reliability of their financial outcome. They’re focused on minimizing risk of failure, not maximizing wealth growth, so financial leverage is inappropriate.
DON’T MIX FINANCIAL LEVERAGE WITH VOLATILITY
Another smart rule is to never mix financial leverage with volatile assets because when you’re leveraged you have less ability to endure a setback.
For example, conventional fixed rate mortgage financing is generally considered safe in all but extreme cases because real estate is historically not a volatile asset. The rental income stream is reliable enough to support reasonable mortgage financing.
However, you want to avoid high leverage situations when the income stream is volatile. For example, cyclical industries like airlines are highly sensitive to the business cycle because people will spend for vacation air travel in good economic times but stay closer to home when money is tight. This creates volatile earnings which are a dangerous combination with financial leverage because the debt must be repaid regardless of the economic cycle. You want a consistent and reliable cash flow stream to cover the interest payments if you’re going to apply leverage to ramp up the equity growth.
Don’t get greedy and overleverage. Make sure you’re sufficiently capitalized to survive through normal economic setbacks by building a cash cushion. Never leverage yourself enough to put survivability in jeopardy.
IN SUMMARY
In summary, financial leverage is a valuable tool for your wealth plan because it eliminates any excuse for money being an obstacle to financial growth. However, you’ll want to apply the following risk management guidelines so you don’t get into trouble.
Financial leverage used wisely can make you rich. If you apply this tool with skill and careful risk management, it can produce extraordinary results. However, it can cause a financial disaster when applied incorrectly. It’s like pouring gasoline on a fire. It will turbo-charge results, but it can also turn a little problem into a big problem fast. It’s the only form of leverage that cuts both ways, so be careful.
If you’d like to learn more about risk management and how to apply it to leverage you can take the companion mini-course Risk Management: How To Make More By Losing Less (https://financialmentor.com/educational-products/risk-management-course).
EXERCISE: FINANCIAL LEVERAGE IN REAL ESTATE
Here’s a quick exercise, using three different scenarios, that will deepen your understanding of how financial leverage magnifies both investment return and risk.
Assume you invest in a $200,000 property with mortgage interest rates at 7%, and a 5% annual property value appreciation rate.
In the first scenario, you pay cash for the property so you own it free and clear. Using the compound interest calculator here – https://financialmentor.com/calculator/monthly-compound-interest-calculator – you’ll see that the property is worth roughly $542,000 in 20 years, resulting in a compound return on investment of 5%.
In the second scenario, you apply financial leverage using a traditional 30-year fixed rate, fully amortizing mortgage of $180,000 with a 10% down-payment. Using the mortgage calculator with amortization schedule (found at https://financialmentor.com/calculator/mortgage-payment-calculator-amortization-schedule), after 20 years of payments your remaining balance would be $103,000 with a loan balance reduction of $77,000. That means your equity in the house is roughly $440,000 on your initial investment of $20,000. Even after subtracting the discounted present value of your payment stream of $1,197.54 for 20 years, the remaining equity represents a much higher return on investment than in scenario 1 because of the financial leverage.
In the third scenario, you decide to get more aggressive by re-leveraging the equity in your house every five years over the same 20-year period, by buying additional properties, assuming the same 10% down and 5% growth. For example, at the end of five years you’d have roughly $60,000 in equity to re-leverage into a $600,000 property. Rinse and repeat every five years and you’d have four properties valued at roughly $6.7 million, for an extraordinary return based on your initial investment of just $20,000.
Accelerate the re-leveraging interval to every two years and the ending value jumps to $56 million; or lengthen the interval to every 10 years and it drops to less than $2 million.
However, always remember that financial leverage cuts both ways. Using the same three examples, a 30% downturn in property values six years into the holding period wouldn’t faze the cash buyer in scenario one, would destroy all the equity in scenario two, and would give scenario three a negative net worth and likely destroy a lifetime of wealth building. The greater the financial leverage, the greater the risk of failure and the thinner your margin for error.
So how much financial leverage fits your wealth plan and is consistent with your goals? Is it scenario 1, 2, or 3 (or something in between)?
2 – TIME LEVERAGE
My philosophy is to always find the smartest people you can. Hire people smarter than you.
– Donny Deutsch
Time is limited. You can’t make more of it. You can’t save it. You spend it every minute you’re alive, and you never get to know how much of it you have left.
The only question is: What do you spend your precious time on? Everyone gets the same 24 hours in a day, and we all have the same final destination when time ends. The countdown to that destination never stops, until it does.
There’s no question time is your most precious resource; yet, isn’t it amazing how most of us treat time as if we’re blessed with an unlimited supply?
How will you maximize the value of your time given that it’s scarce? In this chapter you’ll learn how to leverage time to help you realize your full potential in this lifetime.
WHAT’S YOUR TIME WORTH?
Knowing the value of your time is important because it affects what you spend it on. Your hourly rate shows you which activities you should personally complete and which activities should be eliminated or leveraged away through outsourcing because their value is below your hourly rate.
The reason you’re not making as much money as you’d like is because you haven’t increased the value of your time to the level you need in order to make that much money.
How you think about your time and how you value it will largely determine the financial results you produce with that time, because if you don’t value your time, nobody else will either.
4 REASONS DELEGATION IS YOUR NEW BEST FRIEND
One way to increase the value of your time is through time leverage. It’s the principle of delegating tasks to others so their time is completing the task rather than your time.
There are four main benefits to time leverage:
Leveraging time is an important skill to develop because it’s a mistake to try to do everything yourself. Businesses hire employees because no boss has all the skills and time necessary to perform every function in the business.
Unfortunately, most people don’t think in terms of time leverage, and this causes them to work in a linear fashion trading time for money. When money gets tight, they work harder or they work longer hours.
The goal of time leverage is to release your income growth from the boundaries of time. With time leverage, the amount of income you can create is limitless. As long as each increment of time leveraged (through an employee or business system) accrues excess value to you, then the more time you leverage, the more money you’ll make.
Time leverage can also save you time by replacing your work time with someone else’s services, thus giving you more personal time. For example, you can use time leverage to buy back time from mundane activities like mowing the lawn, shopping, or cleaning the house so you can spend it on activities more important to your fulfillment, like family, friends, personal growth, and travel.
There’s nearly always someone who is better at a specific skill or more qualified than you. Your goal is to identify those high value tasks that only you should complete, which is that rare intersection of activities where your unique skill set overlaps high value tasks that absolutely require your personal genius. Everything else should be delegated so you can focus your limited time where it has the greatest value to move your wealth forward.
For example, if you’re a real estate investor, it might make sense in the early years to manage your own properties when cash flow is tight and you need to learn the landlord business. But at some point, your real estate business will cross a threshold where time spent on the minutiae of paperwork, leasing, and maintenance distracts you from higher value activities like networking for deal flow, making offers, arranging financing, and completing due diligence.
Stated another way, landing one smart deal because you were focused on high value tasks could pay for all your property management and overhead in perpetuity. Unfortunately, too many real estate investors miss that opportunity because they’re working on the plumbing.
That’s why I don’t clean my house, mow my lawn, or maintain my cars. I’m actually really competent at those activities, and I could save a bunch of money if I did it all myself. The problem is I don’t enjoy any of those tasks, and others can do them better than I can. More importantly, they’re not the highest and best value for my time because I can make more than the cost of those services by dedicating the same time to growing my business.
In other words, I don’t hire help because I can afford it. I hire help because it makes me wealthier and happier.
WHY FRUGALITY IS A LOW-LEVERAGE STRATEGY
This is one of the challenges to the frugality path to wealth that’s popularized by many of the FIRE (financial independence retire early) blogs on the internet.
Their strategic focus is nearly always frugality utilizing the conventional unleveraged financial plan built around spending less and saving more from earned income: the “spend less – save more” framework. There’s nothing wrong with this strategy except that it’s extremely limiting because you can end up working as hard at saving money to keep expenses down as you would just making the money in the first place. It’s a low-leverage strategy that’s totally acceptable if your values align with a belief structure that finds minimalism satisfying.
However, an equally valid alternative is what I like to call “Fat Fire.” It’s built around an alternative planning framework based on making more through leverage and losing less through risk management: the “make more, lose less” framework. Again, there is no right/wrong judgment in this discussion. It has absolutely nothing to do with claiming that one path is better than another. Instead, it’s about expanding awareness of the tradeoffs in each approach to financial freedom, so you can decide what best fits your values and life goals as you design your wealth plan. One approach is low leverage and limiting; the other approach is high leverage and unlimited.
The key is to make a conscious choice that fits your individual needs. Either path can deliver financial freedom, but the process and the outcomes will be radically different.
HOW PRODUCTIVE IS YOUR PRODUCTIVE TIME?
Another important point about time leverage is how success is created at the margin. Typically, 80 to 90 percent of your time is used just to get by in life, leaving just 10 to 20 percent to produce something truly extraordinary with the little time remaining.
In other words, the daily requirements of life, like sleeping, bathing, eating, preparing meals and running errands, chew up much of your life. Talking on the phone, checking your web stats, clearing email, organizing your desk, and creating social media updates are all maintenance activities that distract you from what I’ll call “productive time.” The truth is, most of your day is spent on maintenance activity, leaving little productive time to move your life forward.
I’m not saying these maintenance activities should be eliminated entirely because they’re an essential part of a full and healthy life. Instead, I’m simply creating a clear distinction about what productive time is and how relatively few hours actually get dedicated to real productivity.
The only time you’re “productive” is when you do the work that directly leads to your goals, or you leverage someone else’s time to do the same. Productive time directly grows your business and revenue. This includes product development, marketing systems, sales, and creating business systems that further leverage time. In real estate, it might be analyzing deal flow, making offers, arranging financing, and completing due diligence. The exact activities that qualify as productive time will vary from business to business.
Finding productive time requires focus; otherwise maintenance activities will expand to fill all your available time. You must prioritize productive time or you won’t have any. It doesn’t happen on its own.
This problem is illustrated by studies of Fortune 500 CEO’s showing that the total productive time in their day is something close to 30 minutes, depending on the actual research study.
This leads to two startling conclusions that can change your life and change what you’re able to produce with your scarce time resources.
The first principle is that success is created at the margin. For example, one of my rules from coaching clients on wealth building is: if you want to know how long it will take for someone to achieve any goal, just look at how much of their time they dedicate to that goal. Notice how similar that is to our definition of productive time.
The unfortunate truth is you likely have very few productive hours in each day to dedicate to achieving your goals. That’s why recapturing a wasted hour here and there by redirecting it to productive use is so valuable. You’re not just adding one hour to an already long 10-hour day for a 10% incremental improvement. Instead, adding one productive hour could literally double your productive time, because your long day only has one other productive hour in it. That’s why success exists at the margin of time. Doubling your productive time by one hour might 2X or 4X your results, which could be life changing. In a moment, you’ll learn six strategies to help you do this.
The second key principle about productive time is how business systems, and developing standard operating procedures for employees as a business system, can be the most productive time of all because that’s how time literally multiplies itself.
HOW EMPLOYEES AMPLIFY YOUR PRODUCTIVE TIME
But before I explain employer time leverage, I need to make a key distinction between tasks versus processes because one is dramatically more productive than the other.
When you leverage employee time, you’re investing in your business to produce an outcome that has greater value than it costs you. You’re paying to get something in return. It’s an investment, so like all investments you want to maximize gains and minimize losses. You do that by focusing on process.
Your goal is to progressively advance your productive time from working in the business on projects and tasks, to working on the business by developing systems and processes that increase your time leverage.
Systems are created for business activities that recur on a regular basis – a process that repeats over and over again. Whereas projects are one-offs, goal-oriented activities with a specific beginning and end.
For example, when I spend two days of work training an employee on a business system that she will implement half-time for the next two years, I’ve literally bought a year of productivity for two days of my time. So it’s an example of a high-leverage activity.
Notice how different that is from asking an employee to complete a specific project. Delegation of single tasks leverages time, but the effect is linear. It’s limited because once the task is completed, you then have to repeat the cycle by identifying the next project, setting new metrics for success, and training the employee for the next limited, specific outcome. Once that project is completed, you do it again and again, with each project requiring a chunk of your time.
However, delegating an entire operating procedure so the employee can work independently on an ongoing basis is highly leveraged. That means your goal in time leverage is to identify work processes that can deliver a constant stream of value.
The more you can delegate and train employees in work processes, treat them well, and give them the space to express their true talents, the more leverage you’ll see for your efforts. The key is to properly match the job requirements with the knowledge and skills the employee brings to the table so as to achieve maximum productivity.
Of course, this only works when your employees share your vision and values and possess a strong internal will to do better, to contribute more, to stay focused on results, and to grow in efficiency. Employees must have this emotional intelligence or their value will be limited.
The idea is to always hire up by finding people smarter and better than you for any specific skill set, because they’ll get more done and save you time. Be ruthlessly selective upfront because you either put the time into getting the right person, or you put in the time later when you get rid of the wrong person and then try to find and train the right person all over again.
“Steve Jobs has a saying that A players hire A players; B players hire C players; and C players hire D players. It doesn’t take long to get to Z players. This trickle-down effect causes bozo explosions in companies.”
– Guy Kawasaki
As team leader, you must be constantly vigilant that everyone is contributing forward momentum to your team to maximize the value of time leverage. One bad apple can hurt the output and morale of the entire team.
Winners like to work with other winners, so the wrong people will cause heartache and frustration for the whole team, potentially resulting in your best people leaving to find a stronger team they can attach to and rise with.
That means you must be vigilant to make sure everyone you leverage pulls their weight by delivering unique contributions to the team goals. Anyone that hinders the growth of the entire organization should be swiftly removed and replaced. It’s better to find new leaders than risk losing your best people because of a negative team member.
SYSTEMS AUTOMATION: THE ULTIMATE TIME LEVERAGE STRATEGY
Finally, the last step in time leverage doesn’t involve anyone’s time at all because you replace human time with automated business processes that run 24/7 for many years into the future.
Setting up automated business processes can deliver the greatest leverage of all. For example, I developed an automated opt-in procedure for my website at FinancialMentor.com that builds relationships by delivering value to my new visitors. The automation provides huge leverage by converting them to subscribers and later to customers without me personally sending a single email. This system does the work of many employees at a fraction of the cost by running 24/7 with unlimited scalability. You can test it for yourself here: https://financialmentor.com/free-stuff/free-ebooks; or you can surf the site and notice all the different ways you are incentivized to subscribe. There are free courses, books, calculators, PDF downloads, resource guides, and other incentives – all operating 100% on autopilot to give value by building trust and relationships with new subscribers. It’s an entire business system.
Compare that to producing a presentation that I might deliver one time to a single group of people. They both qualify as leverage, but the sales presentation is a project that gives a linear return on my time because it must be repeated over and over, with each instance consuming more time to deliver only linear value. Both sell products and both are productive time, but the project is limited while the process is highly leveraged.
6 PRACTICAL TIME LEVERAGE STRATEGIES
Depending on your personal situation, one or more of the following strategies may accomplish the time leverage you need.
These are just six examples of the many potential time leverage strategies included in my free, downloadable list that shows you more than 100 ways to get faster, greater results by increasing the leverage in your wealth plan. You can get instant access to this regularly updated and constantly growing list here: https://financialmentor.com/free-stuff/leverage-book.
HOW TO PRIORITIZE YOUR TIME FOR MAXIMUM LEVERAGE
The way you break the time-for-money boundaries is by advancing from linear to leveraged productivity. It’s how you get more work done and create more profit without working more… or maybe even working less.
The steps to progressively increase the value of your time through leverage are:
The goal is to progressively advance your time leverage skills, first by increasing productive time and then further leveraging that productive time from linear project leverage to geometric system leverage.
Time spent developing systems is some of the most highly leveraged because it’s not about working smarter. It’s about building a system to replace yourself within your own business or job, and that brings you closer to freedom, which is the real goal.
IN SUMMARY
Time is a limited commodity. Every man and woman is allotted the same 24 hours per day. Only by leveraging automation and the time of others can you truly accomplish your financial goals. Whether you delegate, hire, automate, or drop unneeded tasks from your to-do list, the benefit of freeing that bandwidth is exponential. You can use that time to create and build the next step in your wealth plan, and ultimately reach the financial freedom you desire.
EXERCISE: CALCULATE THE VALUE OF YOUR TIME.
Step 1: What is your annual income goal?
Step 2: Calculate the number of hours you want to work by multiplying the number of hours per day that you want to work by the days you want to work per week by the number of weeks you want to work per year. This product will give you the total hours you want to work to achieve that income level.
Step 3: Divide the total hours into the income goal to get your hourly rate.
Step 4: Divide 60 into your hourly rate to get the value of every minute in your day.
Now that you have that number, what are you going to do with that time? Are you going to play video games, watch network television, or surf the internet? Is it worth your time?
What’s the most important thing you can do with your time to maximize your fulfillment?
3 – TECHNOLOGY & SYSTEMS LEVERAGE
If you can’t describe what you’re doing as a process, you don’t know what you’re doing.
– Edward Deming
Your goal with systems leverage is to convert all activities required to run your business into standardized processes so they automatically deliver your business’s value proposition without any input from you. The result is a scalable, efficient, profitable business that also gives you time freedom.
Systems leverage is interconnected with time leverage because you pay the price of time upfront to create the system, but the system does the work down the road without requiring your time.
I define a system as a set of procedures that produces consistent results for the business regardless of the contractor, employee, or technology using it. Think of it like the recipe you’d use to bake a cake, describing the exact steps to follow and the exact ingredients to use for each step in the process.
There are two primary benefits to systemizing:
Systems leverage is the difference between building a business asset that you own versus having a business that owns you. The goal is to design your business so the work gets done without your input by systemizing it in every possible way.
THE 3 STAGES OF SYSTEMS LEVERAGE THAT EVERY BUSINESS MUST GO THROUGH
You should expect to progress through three stages of increasing sophistication as you implement systems leverage:
Examples of the types of systems you’ll use to better manage your business and real estate assets include:
In short, you want to create a system for every repetitive activity in your business, which just happens to include most of the activities that occur in the business.
PROCESS MAPPING TODAY TO FREE YOUR TIME TOMORROW
The best way to begin systemizing is through process mapping.
You start by documenting every business activity that repeats so you can map it into a standard operating procedure or business system. This leverages your knowledge into a repeatable system, or way of doing things, that can be used by contractors and employees.
Process mapping works by breaking each repetitive work process down to its essential elements and connecting those elements with arrows or lines in a visual, intuitive design to show the most efficient flow of activity. Each process has a…
Notice the simplicity. Because the beginning and end of the process only occur once, you’re actually left with only two elements to every process: decisions and actions. This framework reduces task completion down to its essential elements, so it’s easy to optimize how you complete each work flow by standardizing decisions and eliminating unnecessary actions.
This improves efficiency because the first time you do anything is the most difficult. You have to figure it out and fumble through mistakes and missteps. The next time you do something you’ll be more efficient, but your learning curve will still be steep. That’s the best time to begin fleshing out the Standard Operating Procedure (or SOP) for that process, because you still have beginner’s eyes that will help you explain every detail of every action and decision required – so a beginner with no experience can complete the same task efficiently and without error.
As you continue to implement the procedure, you’ll refine your knowledge with nuances, allowing you to continue improving the SOP until it’s sufficiently detailed that an employee can operate it from day one without training. At this point, all the knowledge required to complete the task is built into the system, so that anyone with the right qualifications can produce the same quality result.
The final step in converting the SOP into a permanent business asset is to transfer responsibility for maintaining and improving the SOP to the employee operating it, so it’s always kept up to date. In other words, working from the SOP and keeping it up to date becomes a primary employee responsibility defined right in their job description.
You may have to navigate employee resistance toward standard operating procedures because some employees may initially believe that creating or maintaining SOPs will mean less job security. But that’s not the case. You have to educate employees so they understand that SOPs help make the company more successful, which in turn increases their job security (assuming they perform their job well). The more they contribute to the company, the more they’ll get back and the greater their job security.
It also helps when you build SOPs into the employee review process. If employees are told they are expected to maintain a SOP, they’ll be more likely to stick with it and update it.
The goal of a SOP is to never reinvent the wheel because reinvention wastes valuable resources. Instead, you want to include all the knowledge required to complete every repetitive task in a standard operating procedure – so that knowledge is never lost and mistakes are never repeated.
This is critically important for three reasons:
PROCESS MAPPING TOOLS TO MAKE YOUR LIFE EASIER
While I like the process map diagram to explain how to design business systems, the truth is I’m a big fan of keeping things as simple as possible. That’s why my favorite alternative tool for mapping workflows is to simply outline them in word processing software like MS-Word or a Google Doc.
The reasons I prefer word processing software are:
You can get two free sample SOP’s that we use at Financial Mentor at https://financialmentor.com/free-stuff/leverage-book. They will give you tangible examples and a template for preparing your own SOP. Just follow the instructions on the page and the system will send the files to you instantly.
However, just because I like using outline docs doesn’t mean you should do the same. Instead, use whichever tool works best for you and your team. Some people prefer mind-mapping; others like visual workflows; and I just happen to like the simplicity of a bullet point outline.
There’s no right or wrong answer; however, keep it simple and choose a format that’s easy to edit because the process must adapt in real time as the work gets streamlined with new learning. If you can’t quickly edit the workflow, it will become dated and inaccurate, thus defeating the whole purpose.
For example, at Financial Mentor, nearly every function of the business – from social media management to article posting to customer engagement – has a standard operating procedure. And every time we learn something new that results in a change, we immediately update that standard operating procedure. The overall result is an Operations Manual that governs how the entire business runs, so I can focus on creating the books, courses, and educational articles that drive the business forward.
One measure of the quality of these procedures is how I’m able to take extended trips, up to two months at a time, while the business grows, problems get solved, and nearly all issues get handled with close to zero communication from me. Each team member acts independently, communicates with others, and copies me on emails when relevant. But because of the business systems, everything happens flawlessly while I’m out of reach or taking a family vacation. Your objectives should be similar if you want to maximize your freedom.
MAKING MONEY SHOULD BE BORING
Great systems convert making money into a boring routine…and that’s a good thing.
Creativity occurs when you’re developing your business model, but profits occur when you convert it into a formula that repeats over and over. Standardize and systemize. Your goal is to detail every function of the business to the point that it bores you, so then your only remaining task is to do creative work that takes the business to the next level.
For example, when I ran an immensely profitable hedge fund, every aspect of the business got systemized. All investment management decisions were determined by mathematical and statistical risk management systems. No human interpretation or emotions were ever allowed to enter the investment decision process. It was 100% formula driven.
All investment management and accounting systems were updated following a strict data management process with error-tracking routines. All accounting followed a pre-prescribed monthly process with a structured pattern for completing every task. Even the monthly newsletter to investors was standardized.
Because all the business admin functions were automated with rigorous discipline, I was able to run the entire company working less than two hours per day, except on the first day of each new month when the accounting had to be done and the investor newsletter had to be written. That day required a full eight hours of work. It was a wonderfully simple business model until the partners grew apart and decided to sell the business to pursue other dreams.
However, if every function of the business hadn’t been standardized, the result would have been complexity and problems. For example, the monthly accounting used to take days to complete before I built the systems. Worse yet, weeks were spent every year trying to solve errors and manually correct problems – before we created a system that caught and corrected them in real time. Similarly, investment management would have been all but impossible without the mathematically disciplined risk management systems because human emotion would have invaded the decision process causing damaging errors.
The key to making automation this efficient is ensuring that your business systems run the business, not you. The owner must lead the effort by referring all questions and new innovation to the standardized operating procedures, so employees and contractors get a clear, consistent message that the operations manual must operate the business.
You want all procedures and practices determined by the operations manual – not the owner or key employee – because that’s what frees your business from your time and knowledge. It allows you to train new people easily, outsource functions when needed, and continually improve performance.
Everyone must know what processes they’re responsible for and how their responsibilities relate to the overall business. Nobody should wing it. A well-run business is synonymous with having an agreed-upon process for nearly everything.
MAKING TECHNOLOGY WORK FOR YOU
The next step in systems leverage after mastering standardized operating procedures is to add technology systems so that tasks are completed by machines instead of humans.
Technology has a long, proven history of delivering speed and efficiency improvements. For example, technology has evolved transportation over the years from walking and riding horses to bicycles, then cars and boats, and more recently bullet trains and supersonic airplanes. Each generation of technology improves the speed and efficiency of transportation.
You can see a similar trend in communication. It began with person-to-person conversation, then advanced to telephone and radio, which then developed into television, and has now progressed to email, texting, webinars, podcasts, live chat, and YouTube.
Personal computers, smart phones, and the internet have combined with SaaS (or Software as a Service) vendors to provide affordable technology tools you can leverage as a small entrepreneur. A home-based business can now compete on equal footing with a Fortune 500 company because both the software and hardware are so powerful and affordable.
For example, local musicians now produce studio quality recordings using nothing more than a laptop, a few microphones, cords, and editing software. Before this home technology existed, they were limited by the barriers of cost prohibitive studio time and expensive sound engineers only accessible through a big record label.
A similar revolution has occurred in publishing. New York publishing houses can’t compete against the flood of quality books from self-published authors armed with nothing more than a laptop, an internet connection, and access to direct-to-consumer marketing channels like Amazon.
Technology has flattened the playing field by eliminating barriers to entry for the little guy. Software and hardware companies are producing off-the-shelf business systems that allow the home entrepreneur to compete at any level. The result is that bigger is no longer better.
However, all of this access to technology tools has a downside risk as well. As you learned in time leverage, you shouldn’t do everything yourself, even if you have affordable access to all the technology tools required to complete the job.
You have to be careful not to get buried in technology by balancing time leverage principles with technology leverage possibilities. In the end, your ultimate limit is time, and all technology requires time to learn, set up, and maintain.
HOW TECHNOLOGY REVOLUTIONIZES BUSINESS SYSTEMS
The goal behind technology leverage is simple: replace human function with machine function wherever possible to lower costs and increase efficiency.
It’s business systems taken to the extreme when you process map operations with such refined detail that a machine can complete them. You pay a one-time, fixed cost to purchase and set up the machine function – that has almost no marginal cost and infinite scalability; runs 24 hours a day, seven days a week; never charges you overtime, never gets sick, and never takes holidays. Examples include:
These are just a few examples that demonstrate how you can leverage technology into automated business systems to lower costs, increase scalability, and save time.
For the complete list of 101+ Leverage Hacks: A Cheat Sheet for Quickly Implementing Leverage In Your Wealth Plan, go to https://financialmentor.com/free-stuff/leverage-book.
CHECKS AND BALANCES TO REDUCE RISK
An advanced form of systems leverage occurs when you build feedback loops into your systems to improve and monitor results. This includes adding checks and balances as well as creating performance metrics.
The reality is that each system introduces an inherent risk that something could go wrong if left unchecked. That risk requires you to compartmentalize and control exposure to an acceptable level should the worst happen.
For example, if you have one employee keeping the books, you want someone else responsible for collecting and reporting revenue, and a third person responsible for audit. This way, no one person has end-to-end control over the revenue side of your business, a state-of-affairs that could allow them to “cook the books” and run off with the money.
Similarly, if you have one employee who supervises all employees with end-to-end control, you will want to give all the other employees direct access to you so they can report if anything is seriously wrong that merits the attention of you, the owner.
In other words, you always want to maintain accountability, with checks and balances built into the system. That way, you avoid the risk of a problem developing and being unmonitored and uncorrected, thus growing into a bigger problem.
In addition to checks and balances, another useful tool is performance metrics because they tell you quickly when something is wrong. You can’t improve what you don’t measure. That’s why you need quantifiable metrics, directly connected to the goal for that system, that determine minimum acceptable levels of performance.
For example, at FinancialMentor.Com, all revenue is connected to traffic and conversion statistics. The formula for the business is
The more traffic, the greater the number of new subscribers, book sales, course sales, advertising, and affiliate revenue. So the primary metric is traffic, and the secondary metric is conversion.
Conversely, it never makes sense to focus on book sales or advertising revenue directly. Instead, focus on the metrics that determine what sales will be – in this case, traffic and conversion. Focus on the cause so you can measure and improve it. The effect will take care of itself.
This type of performance measurement removes all ambiguity from employees and contractors by clearly defining the objective for the system they’re working toward optimizing. It makes it clear to everyone in the business what the proper focus should be.
INCREASE SCALABILITY FOR MAXIMUM PROFITS
How scalable is your business?
The quickest way to tell is to note all the places in your business where your time is required. If there is work that needs your involvement, and that can’t be turned into a system, it’s going to be a clog that reduces the scalability of your business.
Using Financial Mentor as an example, the clog to growth is getting the ideas out of my head into written form – articles, books, and courses – because this can’t be delegated. I’m the only one who can do it because they are my ideas and the core value proposition to the educational products. This is a fundamental flaw that limits the business model because everything else – marketing, conversion, traffic generation, social media, sales, and customer service – can be delegated and systemized. Everything is scalable except my writing time.
Your goal is to develop your wealth plan so it’s not limited by your personal resources because that limits scalability, which is essential for producing big results that tilt the payoff component of your expectancy equation. Scaling requires systems leverage. You can’t do it all yourself.
Realtors are a good example of the scaling problem. Listing and showing a property is a personal service requiring the personal attention of your realtor. The client rightfully expects the realtor herself to help price and list the house. That’s why the client hired the realtor; therefore, it can’t be delegated.
Similarly, showing property to a buyer is an unleverageable service. The result is that realtor production quickly plateaus because much of the time required to run the business can’t be scaled. Sure, they can get an assistant to process closing documents and solve problems, but there’s a limit to scalability when the business is a personal service. Dentists, doctors and lawyers face the same challenge. Ultimately, they can hire out a lot of the process and services around their time, but at the end of the day, they are still the experts providing the core service and there is only so much work they can do.
IN SUMMARY
Systems are the way you, as the business owner, can empower others to run large parts of your business as if you were doing it personally.
Systems are freedom, and the structured rules that support your systems are freedom. Many people get confused and view structure as confining in a way that limits creativity, but the opposite is true. Structure defines the rules of how things work, which then allows you to create around those rules. The structure provides the framework within which creativity happens.
Using music as an example, the rules of melody and harmony convert noise into beautiful music. Similarly, your systems define the rules that govern your actions so mundane daily habits harmonize into a desirable outcome. These constructs remove most of the decision making so you can focus your limited bandwidth on the few creative tasks and important decisions that really matter.
Systems serve to open up creativity and bring freedom. If you want to own your business (rather than letting it own you) you need to remove yourself from the production process. Make it “system dependent,” not “individual dependent.” Make technology systems and standard operating procedures produce the results; not specific people.
It can take time and effort to get systems leverage working for you, but it’s time well spent because the result is greater wealth, less risk, and more freedom. And that’s a goal well worth pursuing.
EXERCISE: MAKE YOURSELF UNNECESSARY
The objective of this exercise is to isolate those activities that you, and only you, should be doing.
Everything else should be leveraged away. You want to take “you” out of the production equation because when you’re the cog, you become the clog. You become the constraint to growth.
The process is simple. Look at every single thing that crosses your desk and assume that it’s a failure of your business systems, simply by the fact that it found its way to your desk.
What standard operating procedure can you put in place so that the same issue doesn’t cross your desk again?
How can it be delegated?
What technology system could manage it better than you?
If you treat every activity in your daily business life as a failure of the system and develop ways to leverage away all those tasks, pretty soon you’ll be left with only those tasks that you alone should be working on. Those are the only tasks where leverage won’t make good business sense.
This will increase the scalability of your business and increase your time freedom as well.
4 – COMMUNICATIONS AND MARKETING LEVERAGE
The shortest and best way to make your fortune is to let people see clearly that it is in their best interest to promote yours.
– Jean de la Bruyere
The 1954 Masters purse was $5,000. Fast forward to 2003 and it was 200 times larger at $1.08 million.
The average NBA salary was $8,000 in 1954. By 2003 it had climbed to $4.5 million.
In 1954, the average NFL player earned $16,000, but by 2003 the average player made $1.1 million.
What drove the dramatic increases in sports celebrity income?
If you answered “inflation” you’d be wrong. Surprisingly, it played a relatively small role compared to the real cause.
The main reason for the astonishing growth in sports celebrity earnings was communications leverage.
And the big change that caused huge growth in communications leverage between 1954 and 2003 was television entering the mass consumer market. Television made professional sports accessible to millions around the globe; whereas before television, viewership was limited to just a few thousand local fans.
Communications leverage expanded the audience size, making the product of sports entertainment more valuable. The result was increased advertising revenue, which translated into higher salaries for those sports celebrities who could attract the most eyeballs.
Without media, how would those athletes make those huge sums of money? Who would pay them? Communications leverage is what converted sports icons into millionaires.
Now let’s contrast sports stars with teachers…
A teacher creates more value for society than a sports star; and yet, who commands the higher salary? Teachers’ salaries remain low because they lack communications leverage. Today they teach to a roomful of pupils just as they did in 1954, so the salary they command has grown little net of inflation.
If teachers want to increase their income, they need to increase their leverage. They could get on the lecture circuit, attract media attention to their ideas, write books, produce educational videos for the mass market, develop a content marketing website around their ideas, and promote related educational products.
The point of these two examples is to illustrate how communications leverage is the bridge that creates marketing value out of networks. Stated another way, marketers use communications leverage with networks to grow their business and multiply income. In this chapter, I’ll show you how each part of this formula works together in your wealth plan so you can get paid like a sports celebrity.
WHY COMMUNICATIONS LEVERAGE MATTERS
Communications leverage affects every business and impacts your daily life as a consumer.
Anytime you feel harried with information overload, look no further than the increased reach and reduced costs of communication technology. What started as stamps, a telegraph, and a telegram, was replaced by telephones, telex, fax, and conference calls, which then morphed into smart phones, the internet, videoconferencing, YouTube, podcasting, email, and instant messaging.
Each stage of this process increased access and lowered costs to communicate information. The result is tremendous communications leverage for your business, but information overload for consumers.
We’re already seeing limits to how much information humans can effectively process without devolving into distraction. The instantaneous response expectations of today’s zero latency, always-turned-on communications tools have introduced a new level of worker stress.
In fact, some research shows we’ve already exceeded the point of diminishing marginal returns on communications leverage – at least in terms of quality of life, if not business efficiency as well. Today’s always-connected, over-communicated worker is maxed out, constantly distracted, and (often) burned out.
That doesn’t mean you shouldn’t use communications leverage in your business. It just means you’ll want to carefully choose only those tools that deliver the highest leverage for your time while producing the least damaging side effects.
INCREASE YOUR PROFITS WITH MARKETING LEVERAGE
It’s hard to get your message noticed. People have shorter attention spans, there’s more information in front of your customer all the time, and your message is just one of millions that is trying to get through. You have to figure out how to cut through the noise with something meaningful or it will be too costly to connect with your target market.
There are several proven ways to increase the leverage in your marketing:
In other words, there are many individual tactics to increase marketing leverage, but the good news is they can all be simplified into two strategic principles for application: find new customers and increase the lifetime value of your existing customers.
In fact, all marketing and communications leverage strategies for business boil down to just those two goals.
GOAL #1: INCREASE THE LIFETIME VALUE OF YOUR EXISTING CUSTOMERS
This is the starting point for marketing leverage because the easiest sale is a satisfied client who has already bought from you.
Research shows it takes seven calls to close a new client versus three calls to close an existing customer for the same product. Other research shows it’s 10 times more expensive to land a new account than to serve an existing account.
That’s because when a customer already knows, likes, and trusts you, and they’re paying attention to your messaging, they’re way more likely to buy from you. In fact, the only barrier between you and the next sale is having a great product that genuinely solves an important problem. Affinity, trust, and attention are already there for existing customers, which is why the sale is so much easier.
Cross-sell, Upsell, and Back-end Sell
Do you like your cell phone carrier?
Almost nobody likes the company that provides their cell phone services. And that’s largely because they are like so many businesses – dedicating their scarce resources to chasing new clients instead of first doing everything they can to better serve their existing clients.
In fact, it’s far more effective to leverage your marketing by going deeper into your niche and developing a complete product line so you can cross-sell, upsell, and back-end sell to better serve your target clients.
Using Financial Mentor as an example, all of my courses backend each other. (https://financialmentor.com/educational-products/courses) Each is a targeted solution to a specific problem when one is pursuing financial independence, and all of the courses together provide a complete solution. The way it works in practice is that the customer enters the course series based on the problem immediately in front of them, and as soon as they solve that one problem, they are then confronted by the next naturally occurring problem in the wealth building process. The courses are arranged in the order that the problems naturally occur when one is in pursuit of financial freedom, so that one solution leads to the next, then the next, and so on until the goal is achieved.
Similarly, all of my books serve the same target market – people interested in financial independence. The entire product line serves a single market so that one sale on either platform can get leveraged into many sales across platforms.
For example, let’s assume my Expectancy Wealth Planning course attracts 1000 customers and 100 affiliates. When I publish the next course in the series, that means I already have 1000 likely buyers, plus 100 affiliates to offer the course to for instant sales.
Not only that; the effect is multiplicative since every person who becomes interested in my teachings through the Expectancy Investing course is also a likely candidate for the Expectancy Wealth Planning course, as well as every other course and book in my product line. Each product backends every other product, thus increasing the lifetime value of every satisfied client.
The same thing happens at Amazon as a distributor of my books. A cursory look at the “also bought” list for any of my books shows that people who buy one of my books tend to buy the rest of them. Each book holds a different marketing position by topic within Amazon (investing, retirement planning, financial coaching, variable annuities, leverage, risk management, etc.), which creates multiple ways for my target market to find my business when shopping on Amazon, and if they have a great reading experience, they then buy the other books. That’s why the best way to expand my book business is to cross-sell by writing more books on different (but related) topics teaching how to achieve financial freedom.
Another way to increase the value of each customer is to repackage and repurpose existing products. For example, if you give a live seminar and record the presentation, you can sell it later as a DVD set. Or you can develop a live training, and then flesh it out later into a book or self-paced course. Or possibly you can take sections of a complete course and repackage them as books. In fact, the book you’re reading right now is a stand-alone sampling of the three-lesson series fully explaining leverage, and it is excerpted from the entire Expectancy Wealth Planning course. If you’re getting great value from this book, you’ll get even more value from the comprehensive course it’s excerpted from.
People prefer different modes of learning. Some like live events; others prefer books; and others want audio or video. Some people will consume everything in all formats! When you repurpose your products into multiple learning formats, it leverages your existing marketing efforts so you can sell more stuff to the same customers.
Also, when you train employees to always be on the lookout for an appropriate upsell or cross-sell for your related products, it increases the lifetime value of your customers. That’s why the best servers ask if you’d like to have a drink or appetizer before your meal and also offer dessert before bringing the check. They’ll also suggest great side dishes or add-ons to your meal. It improves your overall experience because you’re well served, and it increases the profit margin of the business. These are high margin upsells for existing restaurant customers that significantly raise the average value of each client to the business.
Create Continuity Sales Programs
The final strategy for increasing the lifetime value of your customers is continuity sales. The idea is simple: sell the customer on a repeat purchase program so they buy from you every month (rather than just one time), thus increasing the value of that sale. For example, don’t just sell a single bottle of water. Instead, sell a weekly bottled water delivery service so that multiple bottles are sold every week.
In summary, when you fully satisfy your customers’ needs through a complete product line, it gives them the opportunity to buy more from you, resulting in a higher lifetime value for each customer. It’s one of the smartest ways to grow your business because it leverages the value of every dollar you spend on marketing to increase total sales.
GOAL #2: FIND NEW CUSTOMERS
There’s a limit to how much of your stuff each customer needs. That’s why finding new customers is the second goal of marketing leverage. And one of the most effective tools for reaching new customers is technology.
Technology is so deeply intertwined in all communications today – whether it’s the phone, internet, email, or social media – that it’s nearly impossible to talk about communications leverage in marketing without including technology leverage.
Technology for Nurturing Your Sales Funnel
Never in the history of business have more powerful marketing tools been available for so little cost, and this is because of technology. For example, a website provides the unique ability to track and segment both traffic and subscribers according to interest, and the cost to identify and reach out to specific target markets has never been cheaper. It’s a marketer’s goldmine of information:
Leveraging technology in marketing has three important benefits:
The value of generating immediate response data can’t be overstated. You no longer have to risk thousands up front and wait weeks to gauge success or failure. Instead, you can test an offer for almost no cost and know the conversion rate within minutes.
You can also tweak the offer based on your test results, and then send it to another sample portion of your list. This shortens the marketing learning curve through rapid iteration, which streamlines the efficiency of all marketing with minimal waste.
HOW MARKETING AND NETWORKING WORK
HAND-IN-HAND
Another group of leveraged marketing tactics you can use to reach new customers interconnects with network leverage.
The four most common forms of network leverage applied to marketing are:
When you land a spot on TV or receive newspaper coverage, you leverage the publication’s subscriber base. You produce content once and your message reaches thousands. Another advantage of media marketing is that the message enters the prospect’s mind through an unlocked back door. It’s perceived as unbiased information reporting vetted by a trusted third party…instead of self-promotion copy. Examples of leveraging media include:
Each media strategy alone is powerful, but combining several of these marketing leverage techniques can dramatically increase the authority and trustworthiness of your business.
Another marketing strategy that includes network leverage is to bulk sell to strategic partners. For example, Microsoft was built from Bill Gates negotiating a single bulk licensing agreement with IBM that sold millions of copies of software, making Microsoft the industry standard for computer operating systems worldwide. Millions of sales all stemmed from just one sale by leveraging IBM’s sales network.
A slight twist on the same theme is joint ventures, where you offer your product to someone else’s customers on a split revenue agreement. The affiliate leverages your product by profiting from something he didn’t create, and you leverage the affiliate’s customer base and opt-in list so you can sell inside a trusted network you otherwise couldn’t access.
You can also leverage other people’s networks when you hire commission-only sales people. It’s essentially risk-free sales to your business because you only pay for the results the salesperson produces from marketing to his network.
IN SUMMARY
There are two objectives you’re trying to achieve with marketing leverage. You want to:
The acceleration of communications leverage through improvements in technology has changed how modern marketers achieve these two goals by lowering the cost to share information so you can affordably increase both reach and frequency in your marketing.
However, the same technology that’s leveraged to increase marketing communications has simultaneously brought information overwhelm to your target market. People are distracted, harried, and have less bandwidth than ever to pay attention to your message.
This makes it harder than ever to break through the information clutter so you can connect with your target market and grow your business.
Stated another way, you must use communications leverage tools in your marketing to compete effectively, but you have to be really smart about how you apply these tools so you deliver value and serve people rather than just adding to all the noise already out there.
EXERCISE: INCREASE YOUR CUSTOMER LIFETIME VALUE
The goal of this exercise is for you to start thinking about ways you can increase the lifetime value of each customer in your business.
This principle can be applied to nearly every type of business. For example, you might be tempted to think upsells and cross-sells don’t relate to your real estate rental business, but they absolutely do. Two obvious strategies are renting laundry equipment to your tenant or offering coin-operated vending. Your tenants need clean laundry. By providing them with equipment they pay for, you meet their need and increase their lifetime value to your real estate rental business.
CPA’s historically traded time for money providing accounting and tax preparation services…until recent years. It was a natural upsell for that profession to offer investment and insurance products because they were already intimately familiar with the client’s financial numbers and had an established, trusted relationship with the client as a financial expert.
The same principle is being applied when you open an investment brokerage account and then weeks later they start mailing you credit card offers attached to your account as an upsell.
Regardless of your business, these principles can be applied to better serve your clients by profitably solving their problems. Below are several questions to help you find potential ideas:
5 – NETWORK AND RELATIONSHIP LEVERAGE
Someday this will be true for all of us: Our network will equal our net worth.
– Tim Sanders
NETWORKS EXCHANGE VALUE, NOT MONEY
Imagine you want to travel from Los Angeles to New York.
You don’t need to own the highway or an airline. You don’t need to own a car, rent a car, pay for gas, or even buy an airline ticket.
All you need to do is find someone who wants a car delivered from L.A. to New York or has shipping needs that require an airline ticket for the baggage that you could accompany on the plane. You could provide the delivery service and accomplish your travel goal at the same time without paying a dime.
In other words, the only thing standing between you and the trip you desire is not money, cars, airline tickets, or gas. You don’t need any of those resources. You just need the network and relationships to connect your goal with someone else’s.
Network and relationship leverage is about shifting your mindset from buying and renting resources to the purposeful cultivation of relationships that exchange value.
That’s a key point so I’ll repeat it – network leverage is based on relationships that exchange value instead of money. It might be contacts, resources, strategies, experiences, referrals, support, or any other form of value that costs the giver nothing but makes a big difference for the receiver. Giving value is how both parties support each other.
It’s an effective leverage tool because at the root of all business is a human relationship. No aspect of business exists outside of relationship, whether it’s customer, supplier, employee, partner, shareholder, contractor, or professional adviser relationships.
All business is human relationship. When you know how to leverage those relationships ethically, you’ll create more business, faster, and with less of your own resources.
YOUR MOST VALUABLE ASSET
Your success is dramatically impacted by the people you know.
Each addition to your network gives you more resources, experience, and support to draw from. Strong relationships can deliver talents, skills, contacts, and credibility you might otherwise not be able to access.
For example, Financial Mentor is a financial education business built around content marketing on the internet. This is a rapidly developing new field akin to the Wild, Wild West where every operator is literally creating their own rules on the fly because the business develops and changes so rapidly.
I operated as a lone wolf for years until the Financial Bloggers’ Conference was created by Philip Taylor. This conference connects 100’s of financial bloggers with varying levels of expertise and specialized niches in a community built around sharing best practices for what is working today. I attend every year, and I learn so much from my network of peers that I have to reformulate my business plans after every conference.
The key point is: network leverage is much more than just a Rolodex of names and contact details. It’s a carefully chosen group of peers that you interact with, or want to begin interacting with, on a regular basis.
The key is not just to build a large network, because size alone isn’t sufficient to deliver value. Instead, you want to carefully choose and nurture your network because several factors determine the value of that network:
BUT I DON’T WANT TO “USE” MY FRIENDS
Unfortunately, despite the huge potential value of network leverage, many people remain uncomfortable with the whole idea.
All of these criticisms are valid, but only if you approach network leverage the wrong way.
There’s a sincere, non-exploiting, highly productive way to build your network based on giving first that feels natural and appropriate to both parties.
Let’s look at how network leverage is done right so everyone can feel great about the business relationships they build.
4 STEPS TO BUILD A NETWORK THAT MULTIPLIES YOUR WEALTH
Step 1: Decide Who You Want in Your Network
The starting point is to decide who you want in your network.
That requires you to first look inward at what you’re trying to accomplish, before looking outward at who can help you accomplish it. Your own personal long-term goals need to connect with the goals for your network strategy. That means having an understanding of the purpose of your networking – and who you need to meet and build relationships with in the long term to reach your goals.
For example, when I began attending the FinCon conference referenced earlier, my goal was to connect with financial bloggers who were more successful or more advanced in the business than myself. Back then, it was like the Wild, Wild West because there was no proven business model. It was all new, so everyone was making it up as they went along. One person had mastered advertising; another, affiliate marketing; another, search engine optimization; and another, audience engagement; but nobody had mastered all the components of the business. Each blogger had something to share, bringing different experience to the table, but we were all in essentially the same business. The result is we’ve all grown our businesses faster and with fewer mistakes by sharing our knowledge.
The key is to have clearly defined targets; otherwise you might build an extensive network, but it might not be relevant to what you need.
Once you decide the types of people you’d like to have in your network, the next step is to target specific people instead of targeting a whole company. Go narrow and deep (versus wide and broad).
Step 2: Connect with Those People
Now that you have your targeted list of contacts, the next step is to communicate with them.
Every relevant relationship is an opportunity to ask questions, solve problems, share resources, and strategize to expand your knowledge base. Be a good listener. Learn from every interaction.
Go where the right people go so you can meet them. If you need funding, network with funders. If you need to learn something, network with people who know the answers. If you want to sell, network with potential buyers. Always be developing relationships with people who are one step ahead of where you’re taking your business in the future. That way, when the need arises, you can pick up the phone and make it happen.
Starting the relationship need not be any more complicated than creating a conversation. Be interesting and interested by asking relevant questions that further the conversation, rather than giving answers that end it.
Smart, thoughtful questions further the conversation and deepen the relationship by getting people talking about themselves. Most people won’t just open up naturally, but if prompted in an engaging way, they’ll tell you more than you ever thought you needed to know. The key is you have to be genuinely interested.
Meeting people to initially break the ice has never been easier than with the internet. Social media puts you within reach of nearly every person, regardless of celebrity status, as long as you’re willing to make an effort to cultivate the relationship.
Because of social media, you should never cold-call or cold-email anymore. With LinkedIn and Twitter you can break the ice in an innocuous, comfortable way.
Discussion forums and LinkedIn groups can provide a lot of information and feedback. You can send out a question and get multiple expert replies. Sometimes an entire discussion will erupt online, fleshing out all the intricacies of your question.
Don’t underestimate the value of weak ties made online. The “6 degrees of separation” principle that connects all of us gets smaller all the time. There’s huge combined wisdom, connections, and opportunities in your network – even at the casual level.
Online connections may not be as strong as in-person relationships, but they can still provide valuable feedback and referrals that eventually lead to in-person and telephone relationships. As you follow up with your online connections, you’ll build those relationships into something deeper and more valuable for both parties.
The way you efficiently nurture your weak ties into stronger relationships is through scalable communication strategies. A weekly blog post, email list, and regular social media updates will help you maintain consistent contact with your entire network and can expand your network to include new people you’ve never met. Use this scalable update strategy to help people en masse while also reminding people of what you do.
Forming a mastermind group is another way to apply network leverage where each member of the group benefits from the knowledge, experience, and network of every other member because of the trust relationship that’s built through the ongoing mastermind format.
Another way to find connections relevant to your business is through resources such as the SBA’s SCORE and its classes, and through government agency programs, foundations, or corporations with similar interests.
Participate in professional associations. For example, an attorney might help out with his local bar association, or a female executive could join the National Association of Female Executives (NAFE) and the National Association of Women Business Owners (NAWBO).
Finally, you could take the traditional approach of simply meeting other professionals for coffee or lunch on a regular basis.
In short, there are many ways to initially meet the people with whom you’d like to build your network. Just pick the strategy you’re most comfortable with and get started.
Step 3: Build the Relationship
Once you’ve opened the door with that first contact, the key to building a genuine relationship is to focus on the other person’s needs, not your own. Pay it forward. Your first concern should be: “What’s in it for them?”
Staying with the example of the FinCon conference, it’s the most valuable and enjoyable business event I’ve ever attended because the entire culture is rooted in giving first. That’s because the attendees were writers in the business of helping their audience with their finances. The very nature of the business model was to first give your best knowledge generously, and then it comes back through other channels. This resulted in a conference of givers sharing their best business advice, simply because that’s their habitual business behavior. It’s what makes the conference so valuable.
The way to connect during conversations is to be interested and interesting. When you meet someone with common interests, follow up promptly with an email to establish that common connection for relationship. Stay fresh in their minds by reaching out every one or two months to share something of interest that’s valuable – a resource or news item related to their needs.
Actively listen to the other person to find out their needs because you’re genuinely interested in being helpful. Always seek to add more value than you take away. You care about the other person and their challenges, and you’re willing to give value where appropriate.
Be the first to offer up your contacts and resources before you make demands on the relationship. Recognize that the rule of reciprocity is implied in human relationships. It’s never overtly required, but research has shown that most people feel it nonetheless. So give generously and don’t worry about what comes back.
Your giving doesn’t have to be anything big. Just a small gesture at the right moment can open doors for the other person and build value. Some ideas include:
Just remember to keep all communications succinct because everyone is busy. Always think about how you can provide value, respond quickly, and keep the conversation going while respecting the other person’s time.
Step 4: How To Ask For Help
Eventually you build the relationship to a point where it’s appropriate to ask for help. After all, a highly valuable network is only useful if you use it.
Fortunately, this is never a problem when you build it right, because the context of well-developed relationship removes any discomfort in asking because your intent has been genuine from the beginning – so the other person wants to help you just as you would want to help them.
There are very few business problems that your peers haven’t already experienced in their career. So they can empathize with your situation and are happy to help by sharing their experience – whether by arranging introductions or offering advice. Someone always knows someone who can give you exactly what you need – whether a restaurant recommendation or an introduction to a key decision maker for the deal of your lifetime. But if you don’t ask, you won’t get it.
When asking, be clear and concise with your request and expectations because everyone is busy. Connect whatever you’re asking for help with to previous conversations, so it doesn’t come out of left field.
For example, a simple ask could be something like: “Per our previous conversation about the financing challenges I’m facing, I’ve decided to start looking for angel investors interested in app development projects. I was hoping you could provide a quick intro to that investor you worked with in Portland last summer.”
Notice how the ask is completely related to previous discussions so there is nothing awkward in the request. It’s just a logical next step in an ongoing communication between the two of you.
NETWORK AND RELATIONSHIP LEVERAGE IN PRACTICE
If you are still feeling uncomfortable or don’t quite see how this sort of leverage works, I understand. The best way to go about building these sorts of networks is to commit your time and energy to groups and missions where you share a personal interest. You must be genuinely interested in the networks in which you are investing your time and energy. For example:
Whatever way you choose to build your network and relationships, make sure that you are adding as much value as you are receiving. That is the key to building genuine connections.
You can find more network leverage ideas in “101+ Leverage Hacks: A Cheat Sheet for Quickly Implementing Leverage in Your Wealth Plan” at https://financialmentor.com/free-stuff/leverage-book.
LEVERAGING YOUR CUSTOMER NETWORK
Don’t just limit yourself to professional or peer networking! Your customer network can be an excellent source of referrals and connections as well.
Referrals from your client network are the next best thing to an existing customer because there’s implicit trust in the referred relationship.
Your goal as a businessperson is to provide such a great product or service that customers will enthusiastically “thank you” for all the value they have received. When that happens, you need to have a mechanism built right into your business system that invites a referral. After all, nobody wants to ask their clients intrusive questions like “Who can you recommend me to?” or “Do you know anybody that could use my product?”
Instead, you want to build referral systems that encourage your clients to spread the word about your great products.
Finally, you’ll want to set up a follow-up system to prompt making the referrals and also communicate what resulted from the referrals to complete the communication loop. And always thank the referrer for their support! Referring a friend or colleague is the ultimate compliment, so acknowledge each referral with an appropriate “thank you.”
When someone gives you a referral, it’s important to follow up in a relatively short period of time. If the individual has called his contact and given that person your name, you want to follow up while your name is still fresh in that person’s mind.
It is also a good idea to let the original contact know what is happening with the referral. Send an e-mail to the referral and copy the referral source. That way, the referral source is reminded that you are out there; the referral source sees that you are a person of action; and the referral is reminded of your connection to the referral source. You can also send a letter to the referral source updating him or her.
Then if the referral leads to anything, let the original contact know about it and thank the contact again.
IN SUMMARY
The key point of this chapter is that no business exists within a vacuum; all business is done through relationship, which is why relationship leverage is so valuable.
Building a network is worth the effort because strategic alliances with the right people can either make or break your wealth plan. The value of a solid piece of advice at just the right time, or getting the chance to work with someone who has deep experience in your industry, can be game-changing.
Be creative and opportunistic in how you meet people, and build the relationship by focusing your efforts on giving and paying it forward. Play the long game.
Building a strong professional network of strategic contacts is something that can take years. Like investing for retirement or college, what you get out in the end has a lot to do with what you put into it. It takes effort, but the compound return on that effort can make or break your results.
Furthermore, the sooner you start investing in your network, the larger the rewards are down the road. But before you start making withdrawals, make sure you have built a strong “nest egg” of good will. If you allow your business relationships to grow over time, your contacts will be much more helpful to you when you do finally start asking for advice.
With the right relationships you can accomplish nearly anything. The key is who you know, what you know, and how you ethically apply those resources.
EXERCISE: BUILD YOUR NETWORK
Identify one person who’s already built a business similar to what you want to create. The similarity might be in terms of revenue model, size, industry vertical, or choice of technology.
Reach out to that person.
This could be a simple email and possibly follow-up phone calls. Or maybe you “stalk” him a bit on Twitter or in blog comments before taking it further.
Build the relationship by asking smart questions, providing genuine acknowledgments, taking his advice when provided, and following up with your results.
Sometimes it can be as simple as paying for 20 minutes of the person’s time on an advice website like Clarity.FM – if they’re high profile or a media personality; but most of the time it will take much more effort.
The point is to network up and build connections that can take you to the next level of growth.
Once you’ve completed this assignment for one person, then rinse and repeat by creating a list of people who can help you achieve your goal.
Then reach out to them and build genuine connections.
6 – KNOWLEDGE AND EXPERIENCE LEVERAGE
Knowledge is of two kinds. We know a subject ourselves, or we know where we can find information upon it.
– Samuel Johnson
Knowledge is the foundation of all wealth-gener-ating processes.
Without knowledge, natural resources would just be dormant in the ground. Knowledge is what converts resources into something with economic value.
Similarly, most of the value of manufactured goods is in the knowledge behind the manufacturing processes that create them.
In other words, physical capital owes most of its value to intellectual capital, but the connection ends there because physical and intellectual capital each have very different characteristics.
Intellectual capital is different because it’s created out of thin air, retained, and distributed without any limits. It’s limitless because it’s an infinite resource (unlike land, buildings, machinery). Physical capital is limited to the resources in your possession.
In addition, intellectual capital is different from physical capital because each time you transfer knowledge the recipient is enriched, but nothing physically leaves the creator. Both can possess the same knowledge, thus creating greater abundance. Physical capital is different because it leaves you when you give it away, making you poorer. Only one person can possess it, thus creating scarcity.
Intellectual capital grows when used and depreciates when not used. Physical capital does the opposite because it gets consumed through use and depreciates in value.
These differences are important to growing your business. Knowledge shared between two people effectively doubles the amount of knowledge capital within your business, and there’s no price to pay for that growth. That makes knowledge leverage a key tool in your wealth building arsenal.
But surprisingly, it’s an asset that’s rarely valued properly, thus opening up opportunity for competitive advantage.
One of the reasons many people misunderstand knowledge as an asset is because physical capital’s inherent limitations have conditioned us to think in terms of scarcity, but knowledge is different because you can give it freely and it can still give back to you. It operates under a different set of economics.
For example, the more I give away my knowledge freely on the Financial Mentor website (https://financialmentor.com), the more the business grows. The key is to find cost-efficient forms of communication that create more value to the business than they cost. Email newsletters, video, and podcasts are all examples.
The Grateful Dead are often credited with being early pioneers in this strategy. They were known for their live shows and they allowed a massive bootleg market of live show recordings to develop, for which they received no compensation. It was all freely distributed music. This created a loyal fan base who also bought their studio albums and ensured that all their live shows throughout the world would sell out immediately with no advertising or promotion.
In short, the intellectual capital of free bootleg recordings did all the promotion without them spending a dime, and this strategy foreshadowed similar content marketing strategies on the internet three decades later.
THE 2 TYPES OF KNOWLEDGE CAPITAL
Leveraging intellectual capital is important because the essence of business competition is relentless innovation to develop a competitive advantage. The source of that innovation is knowledge.
The idea is to always work smarter, not harder. You hire people smarter than yourself and innovate for greater efficiency. You don’t have to reinvent the wheel to improve. Everything you need to know already exists if you can just find the correct source of knowledge to leverage.
But before we can leverage knowledge, it’s helpful to organize it in two different ways:
Notice how knowledge and systems leverage connect. A system is where you convert tacit knowledge into explicit knowledge through a business system.
Examples of recorded knowledge as part of a business system include…
Each of these examples is a form of explicit or recorded knowledge leverage creating intellectual capital. The key point is that when tacit knowledge is made explicit through documentation or recording, it lowers the cost of distribution.
That’s why knowledge leverage is also connected to technology leverage because technology has created an unprecedented growth in cost efficient ways to make tacit knowledge explicit and then distribute that knowledge so it can compound. Similarly, information sharing is multiplied through network leverage using wireless communications, high speed internet, and multi-media communications.
As stated in earlier chapters, all of the leverage types are more connected than what appears on the surface, and this is yet another example of how that works.
Similarly, knowledge leverage is related to time leverage because you don’t have enough time to do everything; so you surround yourself with a specialized team of advisors, coaches, mentors, employees, vendors – that deliver the expertise you lack so you can grow your wealth and achieve your financial goals.
KNOWLEDGE VERSUS INFORMATION
The problem with knowledge is that it’s frequently confused with information. But knowledge is more closely aligned with experience because you can’t truly know something until you have direct experience applying the information.
Knowledge requires the mental process of understanding, comprehension, and learning inside your mind. It results from absorbing information and applying it through action resulting in experience.
Conversely, the equation flips upside down when you want to communicate knowledge because the only alternative is to create messages of information. This information doesn’t carry knowledge, but it can be assimilated, organized, and applied by the recipient into their own knowledge structures. The receiver’s knowledge will be different from the transmitter’s, even though it’s the same information – because of the different experience base, values, and perceptions unique to the recipient that color that information and affect how it’s assimilated.
Using this book as an example, I have direct knowledge through experience of the wealth building strategies that I communicate via the instruction in this book. You then reassemble that instruction into your own knowledge. The more you work with and repeat the learning, the more accurate your knowledge will become. But your knowledge and my knowledge will never be identical because our experience is different.
It’s a bit of an intellectual distinction, but it’s a mistake commonly made and worth understanding because it connects to risk management, which is a central principle to strategically building wealth and investing for more consistent, profitable returns.
The greater your knowledge based on actual experience, the lower your risk.
For example, you can read information about mountain climbing and you can attend classes. But your risk of making a catastrophic mistake is dramatically higher than someone with 20 years of actual climbing experience.
Same information about climbing + less experience = increased risk of failure
Your risk of failure is always greatest when you have only information, but little direct experience. As your experience increases, information turns to knowledge and risk declines.
With that said, let’s look at the three different ways you can leverage knowledge:
HIRE THE EXPERT
Let’s start with hiring an expert.
As stated earlier, hiring a team of people so you can benefit from the specialized expertise you lack is closely aligned with time leverage. You can’t master the intricacies of everything, so the smart alternative is to hire experts that live and breathe a given subject every working day as their profession.
For example, maybe you want to explore rent-to-own real estate but you have questions. You could spend days researching the subject to try and gain the necessary expertise, fact checking and resolving all the contradictory information.
Or you could contact someone who lives and breathes the subject every working day because that’s his profession. Get someone who has spent years learning the intricacies of their craft and pay them for efficient access to that depth of knowledge, thus saving you time and headaches, and frequently money (if you find the right expert).
In this example, the expert can immediately advise you regarding how to do rent-to-own; warn you about the tricks and traps to watch out for; connect you to the best resources; include ready-to-go legal contracts; and provide you with everything you need to make it happen, all in a one-hour consultation.
The point is: you’re not just leveraging the knowledge and experience that a true expert can deliver; you’re also leveraging his contacts and resources to save you implementation time while also expanding your network.
It rarely makes sense to use your scarce time re-creating the wheel when someone else is better qualified and can do it faster and cheaper. Time that you spend learning about each profession so you can do-it-yourself is time you’re not spending working on your business.
Instead, the smart alternative is to leverage the intelligence, time, and experience of others. Find people who have walked the path before you, learn from them, hire them, and model their behavior. They have the knowledge.
But this brings up an important distinction regarding the complexity of the task and the frequency of use. For example, I hire experts for complex coding tasks and system development on my website because the complexity would take me way too much time and effort to master.
However, every week my work requires simple coding tasks that take less time and hassle to do myself than it would take to explain to someone else. The result is I’ve trained myself to do basic coding for simple tasks that occur regularly.
When it comes time to develop these new skills, one of my favorite strategies to save money is to buy an information product (where the knowledge is made explicit) rather than a service solution where the knowledge is tacit. For example, you could hire my personal coaching services to teach you how to use leverage to accelerate your wealth growth, but technology leverage has made this knowledge explicit through this book for pennies on the dollar. Similarly, I offer an entire course teaching you how to design your personalized wealth plan (that this book is excerpted from and that took over two years of full-time effort to build); and you can leverage all that knowledge for little more than it would cost to coach with me for an hour, all because of technology and marketing leverage.
Books and courses are two of my favorite cost-effective sources for explicit knowledge leverage, giving you access to experts you otherwise could never learn from. You can also access explicit knowledge from podcasts, educational audio sets, webinars, and other educational resources.
In summary, hiring an expert as a service makes good business sense when you need the expert’s personal involvement. Leveraging their knowledge through a product makes sense when you just need the information.
BECOME THE EXPERT
The second way you can apply knowledge leverage is to master a subject so deeply that you become a high-demand expert in the field. This is an appropriate strategy when your goal is to increase your hourly earning capacity.
The key idea is: you become the expert who knows what others wished they knew, so they gladly pay to leverage your knowledge. It’s the mirror image of the previous “hire the expert” strategy where you become the expert that others hire, increasing your income as a result.
Supply and demand dictates that money follows that which is in rare supply by forcing higher prices. There’s no shortage of ignorance, but genuine expertise that solves high value problems is rare.
That means a proven path to increasing your income is to compound the growth of your intellectual capital first, and then sell that knowledge so others can leverage it.
The way you elevate yourself to expert status is by building a platform that showcases your expertise. Example strategies include:
Expert positioning changes your service business from a commodity service provider competing based on price, to an in-demand, go-to expert that commands premium pricing. You immediately increase your time-for-money hourly earning capacity.
In investing, this concept is known as “an edge,” and in business it’s called “a competitive advantage.” It’s where your knowledge and experience built into your business offerings are so superior that there’s really no competition.
Experts with specialized, high-value knowledge can negotiate deals based on performance (instead of hourly rate), allowing you to leverage the client’s business for profit so that it’s not dependent on your time.
For example, an online marketing expert or course development expert could hire herself out for a percentage of the income generated. She could create a single marketing funnel that could pay millions of dollars in the right situation, or she could earn long-term residual income based on a percentage of sales for a course she developed for a high-profile expert who lacked the back-end product and didn’t have the time to create it any other way.
These agreements can be extremely lucrative if you’re good, and if you can identify businesses with large gaps in profitability that you can remedy.
Alternatively, you can repackage your high-value knowledge into books, courses, video instruction, and other information products. Think of it as knowledge-in-a-box by converting your knowledge from tacit to explicit. This changes your expert business from service to product-based revenue so you can create a scalable business model that disconnects the relationship between time and money.
In short, when you establish yourself as a high-value expert, there are multiple ways to leverage that knowledge into dramatically increased income for your wealth plan.
DON’T FORGET THE KNOWLEDGE INSIDE YOUR ORGANIZATION
Finally, the third way to leverage knowledge is to better manage the knowledge already inside your organization.
No business can function without the knowledge inside the head of various staff members as well as the shared knowledge that makes up all the systems that govern how the business operates.
If you’re not clear on the value of the intellectual capital inside your business, just imagine everyone in your company losing their memory so that all knowledge related to the business is now gone. Then arrive the next day at work with nobody knowing what to do and try operating the business to turn a profit. Nothing would work.
Now imagine how much it would cost you to recreate the lost intellectual capital and to restore all business operations to their former functionality; and that should give you some idea how valuable the knowledge is inside your organization.
Unfortunately, many businesses don’t value knowledge as a resource that must be managed and leveraged, thus causing missed opportunities to improve business processes and to secure and improve profitability through the innovative ideas of staff. These businesses are also in danger of letting important knowledge walk out the door when employees leave.
Equally surprising is how some companies will hire consultants at exorbitant fees when they already have the required expertise just down the hall – at no additional cost.
One leverage strategy to better use the knowledge in your business is to multiply the intellectual capital through internal training processes, so that unique, proprietary knowledge about customers, competitors, products, and techniques that resides in the mind of one employee gets shared with many other employees. This is critical so that no single employee has sole possession of unique and important knowledge.
This connects back to technology leverage and standard operating procedures where employees commit their tacit knowledge into explicit knowledge through training materials that make it efficient to share, thus ensuring it never gets lost.
This requires creating both a culture and infrastructure within the organization that supports knowledge sharing and provides the resources to make it happen. It won’t happen on its own. It must be dictated from the top and built right into how the business operates.
If the organization’s climate is highly competitive, only junk will be shared. Employees will feel too insecure to share their best stuff because it would risk giving away their competitive advantage. Reward systems must be created to encourage sharing.
In short, the business needs to build an entire process to promote, nurture, and distribute knowledge among employees; one that addresses the following four requirements:
Leverage the accumulated knowledge and experience contained both inside and outside your business to create a competitive advantage. This increases your income and accelerates your wealth plan so you can achieve financial freedom faster.
IN SUMMARY
Personal knowledge and learning are limited by the time you have available and your ability to comprehend and internalize information. Experience results from gathering the relevant information and then applying it to master your desired skills. Remember: all knowledge is limited by the amount of time you have to commit to gaining the necessary experience, because there’s always more to learn than time to learn it. That’s why hiring an expert who lives and breathes the knowledge you require can be such an effective leverage strategy to save you time and accelerate your wealth.
Alternatively, if your goal is to increase your hourly earning capacity, it might make sense to gather the knowledge yourself so as to become the go-to expert that others leverage.
Regardless of which path you choose, knowledge leverage is a strategic way to reduce risk and increase return to accelerate your wealth growth.
EXERCISE 1: LEARN SOMETHING NEW EVERY DAY
This is really more about adopting a habit (or process) than completing an exercise (or task).
It applies to knowledge leverage and it’s very, very simple.
Learn something new every day!
Make it a habit. Become inquisitive. Be a student of your profession, no matter how advanced your skills, because one idea can change everything.
When you feed your mind every day with new knowledge and experience, you will become the go-to expert in very short order. In fact, in some professions, this can occur in just a year or two; and that’s because the habit of perpetual growth through constant learning is so rare.
When you adopt this habit in your profession, it will lift your knowledge to rarefied territory, making your skill set so good that others can’t ignore it. This will give you pricing and negotiating power, resulting in a higher income for your wealth plan.
Commit to learning something new every day.
EXERCISE 2: WHAT IS YOUR COMPETITIVE ADVANTAGE?
What specialized knowledge and experience do you already have, or can you develop?
Think about how you can convert that specialized knowledge or experience into a competitive business advantage by listing your talents/interests and matching them with a list of opportunities.
Now reverse the process and also identify the areas where you have no competitive advantage, or possibly even a competitive disadvantage. You want to become equally clear about the areas where you have no edge, so you can define your business plan in a way that maximizes your strengths and minimizes your weaknesses.
You want to know where to go, and what to avoid or manage around. Both are helpful as you develop your wealth plan.
Always remember that your talent never limits you. What holds you back is a limited vision of the opportunities that match your talent.
IMPLEMENTATION
PUTTING IT ALL INTO PRACTICE TO ACHIEVE FINANCIAL FREEDOM
The first rule of any technology used in business is that automation applied to an efficient operation will magnify the efficiency. The second is that automation applied to an inefficient operation will magnify the inefficiency.
– Bill Gates
If you feel a little overwhelmed by all the choices for applying leverage, you’re not alone.
I’ve spent an adult lifetime gathering the ideas in this book into usable form and putting them into practice. I then deepened my learning by coaching others for two decades on how to do the same.
Nobody is born with these skills; they can only be learned through careful application.
EFFICIENCY FIRST, LEVERAGE SECOND
The starting point is to realize that there’s a right and a wrong way to apply leverage. This is critically important because one approach will make you rich and the other will make a mess of your finances.
Always remember that leverage is just an accelerator for whatever business process is already in place. It’s not a magic pill for whatever ails your finances.
When you multiply an efficient operation through leverage, you increase profits. Conversely, when you leverage an inefficient operation, you multiply the losses. Leverage won’t convert a losing business model into a winner unless significant efficiencies are gained from increased scale. Otherwise, leverage will just multiply what’s already there.
Financial leverage only makes sense when the return on investment capital exceeds the interest cost of capital. It’s a simple rule, but many forget it and end up leveraging results that aren’t already profitable. That’s a mistake.
And when you delegate work using time leverage, the return on employee productivity must be greater than what the employee costs you; otherwise, you’re just magnifying a losing proposition.
The same rule applies to technology automation or any other form of leverage in this course. It must already be efficient and profitable, because leverage will simply magnify what’s already there.
With that in mind, the first rule is to always maximize the efficiency of your business process before you multiply it with leverage. Additionally, it must already be profitable, or made profitable through scale; otherwise, leverage won’t help you.
You must pay the price upfront to raise your business to profitability. Only then do you introduce leverage to overcome the wall to future growth caused by resource constraints. That’s when you bring in leverage to expand those resources, blow through those constraints, and multiply your growth.
Remember, it always starts with building a profitable, efficient business model. That has to come first. Leverage will not solve profitability problems or business inefficiencies.
Think of it in two stages. The first stage is getting your business to profitability so that scaling growth through leverage makes business sense. The second stage is identifying the constraints holding you back from that greater growth so you can leverage your way through those barriers.
A COMPLETE TIMELINE FOR APPLYING LEVERAGE IN ANY BUSINESS
There’s a natural progression to growing your business and applying leverage.
Please notice that I use the term “business” in this discussion, but all of these rules are equally true for running a paper asset investment process or a real estate investment project. You want to master the model at a small scale to honor risk management principles before you leverage it up to multiply results. The key idea is to always fail on a small scale so that you minimize the inevitable losses that occur during the learning curve, and then scale up with leverage after it’s fully proven.
Eventually you reach the point where you’re red-lining the number of hours you can put into the business and bumping up against a ceiling of constraints. That’s when it makes sense to overcome those constraints to growth by applying the appropriate leverage tools using the following rules.
For example, my working at a hedge fund to master investing connected my financial goal to become a skilled investor with my need to make a buck and support myself. It was a multi-layered, highly leveraged strategy where I got paid handsomely to develop the skills I wanted anyway and would have gladly paid to learn.
Another example is how all my educational products serve a single customer need (achieving financial freedom), so that all products relate to each other in a single sales funnel that creates back-end sales, thus increasing the lifetime value of each customer. The idea is to look for multiple points of leverage in your plans so that 2+2=7.
For example, in my business I don’t touch technology or design. Instead, I have a specialized team of experts that live and breathe those two subjects as their sole expertise. They can’t do what I do, and I can’t do what they do. Their highly specialized skills complement mine so that together we accomplish more.
USING LEVERAGE TO LEVERAGE LEVERAGE
As you become more adept at applying leverage, you’ll begin to see how one type of leverage connects or bleeds into the others.
For example, you could argue that I’m leveraging my wealth to buy me enough time to build Financial Mentor, that leverages my knowledge into products using technology, so I can hire employees to do all the tasks I don’t know how to do, so I can acquire capital to leverage in real estate with mortgage financing that will then be leveraged into…
I could go on, but you get the picture… it’s like one of those nested Russian dolls with a doll inside a doll inside a doll.
Another example is how franchising is a combination of systems leverage, time leverage, and knowledge leverage. Ultimately they’re selling a business system with training that’s based on knowing what’s proven to work, which then leverages the time of each franchisee through fees back to the franchisor.
This book is one part knowledge leverage, one part systems leverage, one part marketing leverage, one part technology leverage, and one part time leverage. But how can you separate the time leverage and the knowledge leverage? One couldn’t exist without the other. The same is true with the systems and marketing leverage. In fact, this book couldn’t exist if any one component of leverage failed.
The point is: all six types of leverage work synergistically together. They are not mutually exclusive. Each is a tool in your toolbox that has its proper use in the right situation to remove a specific constraint to growth, and when the tools are applied together, they produce a compound effect.
In addition, there’s a correct process for implementing leverage in your wealth plan, where you first prove the business model on a small scale, as previously described, before you leverage that model up to multiply your results.
This makes leverage both a science and an art form. In other words, the principles are scientific, but the creative application of those principles to your wealth plan is an art form. That’s what makes building wealth creative and fun!
So the relevant question to consider is: What proportion of your day are you spending applying the leverage tools available to you? Specifically, ask yourself:
Nobody gets rich without leverage. If you aren’t employing leverage in your business and wealth plans, you’re compromising the speed, time, and work effort necessary to reach each level of success.
If you aren’t using leverage, you’re working harder than you should, to earn less than you could, and that isn’t going to make you wealthy.
START SOMEWHERE
You don’t need to master every form of leverage to succeed. You don’t even need to master the majority of the leverage strategies.
Sure, the more you master leverage, the greater results you’ll be able to produce, with fewer of your own resources. But I’ve never worked with a coaching client who mastered all six types of leverage. Everyone has a weak spot… you and I included.
Or said differently, we all have natural strengths that we tend toward, so it’s highly unlikely you’ll be naturally strong in every type of leverage. Instead, you’ll gravitate toward certain types of leverage while avoiding (or overlooking) other types of leverage.
The good news is: That’s okay! You only need enough leverage to get the job done. Results are what matters.
For example, I would rate myself as a 2 on a 1-to-10 scale for using network and relationship leverage in my business; whereas I’m a 9 or 10 for using systems leverage. I naturally think in terms of business systems, but I’m a bit reclusive so networks and relationships are something I’m less comfortable with and have to work at. It’s not a natural part of my being.
The reason I share my own leverage weak points is so you don’t have to stress or feel incompetent if you don’t work all forms of leverage from the start. It’s okay, and it’s actually common.
I started with systems leverage because it was my natural strong suit. I fell into financial leverage through my investment management business with no intention whatsoever; I just fumbled into it. I then fought my perfectionist tendencies and my need to do everything myself, in order to painstakingly add time leverage – exactly in the order I taught it to you in that chapter. Slowly but surely, the entire leverage framework came together exactly as you see it in this book.
But the point is that success came through the application of small parts of this entire leverage framework because it’s so powerful that you only need what’s absolutely necessary. Don’t worry about what you haven’t achieved; just focus on the constraints in front of you that limit your growth and apply the correct leverage tool for that situation. Over time, you’ll master more and more of the tools until progressively the entire framework becomes second nature.
But in the meantime you have to start somewhere.…
The main thing is: don’t be overwhelmed by all the information in this book. Instead, pick a few leverage strategies that excite you the most, and don’t worry about the others. Because they’re all interconnected, you’ll find that the more you work with them, the more types of leverage you’ll naturally include in your plans without any additional stress or worry.
Again, just pick an obvious starting point for your plan and take action. As long as you’ve got enough leverage in your wealth plan to achieve your goals, it’s not a problem if other forms of leverage are ignored.
With that said, obviously the more leverage you can successfully include in your plans, the better. But it’s more important to just get started rather than risk getting overwhelmed by perfectionism that causes you to do nothing. Instead, just move forward as best you can with whatever works for you now, and commit to constant improvement over time.
Imperfect action is better than no action, and when coupled with constant improvement, you’ll master far more than you thought possible in far less time than you imagined.
Your instruction on leverage is now complete. I hope everything you’ve learned helps you achieve greater financial results, in less time than you imagined possible, and puts you on the path to early financial independence with greater security for you and your loved ones.
If you have taken the chapter on Knowledge and Experience to heart, and are ready to dive deeper into the strategies I teach, you may want to start with my training on risk management. This is a video course available at financialmentor.com/educational-products/risk-management-course.
If reading is more your thing, I have additional books available at all the popular retailers where books are sold. I recommend How Much Money Do I Need To Retire?, which takes you beyond the scientific façade of conventional retirement planning with refreshingly straight-forward, easy-to-understand, and concise advice on how to retire wealthy.
No matter which path you take to further your education, please remember that building wealth is an adventure in personal growth. The money is just the carrot. Who you become through the process is what really matters. I hope you enjoy the adventure!
Todd Tresidder
Quick Reference
OVERVIEW
Accumulating wealth comes from compound growth of personal capital and financial capital over time. The advantage of using leverage is it doesn’t have to be your personal capital or financial capital. That’s a game-changing difference.
Leverage allows you to separate your wealth growth from your return on equity equation, and it allows you to break the connection between your income and hours worked. Breaking these connections opens the possibility for entirely different financial strategies that can radically increase your income and grow your wealth while actually working less.
Leverage releases you from the limitations of conventional financial planning built around working a job, earning money, then saving what’s left over at the end of the month so you can invest in a conventional asset allocation portfolio of paper assets. This is a slow, low-leverage path to wealth accumulation, usually taking a lifetime to acquire financial security (unless you pursue extreme frugality).
The leveraged path opens up accelerated strategies using other people’s resources so that your wealth growth isn’t limited by your own time, money, skills, and abilities. These added resources are what frees your wealth growth from the return on equity limitations and your income growth from time-for-money limitations.
But it gets even better because leverage is also the tool you’ll use to overcome the obstacles that hold you back from greater success. Nearly every obstacle you face and roadblock standing in your way is overcome by one of the six types of leverage.
In other words, leverage is both a tool for accelerating your wealth growth, and it’s a tool for breaking through the constraints that limit your success. Best of all, it doesn’t have to be risky because only financial leverage both increases risk and return. The other forms of leverage can accelerate your results while reducing risk at the same time, giving you the best of both worlds.
In short, you either learn to master leverage or you’ll work far harder than necessary to produce far fewer results than you’re capable of.
PRINCIPLES: THE 9 PRINCIPLES OF LEVERAGE
STRATEGIES: THE 6 TYPES OF LEVERAGE
Financial Leverage – Utilize other people’s money so you’re not limited to your own net worth
Financial leverage comes in three different forms: (1) borrowed money, (2) contractual leverage, (3) and operating leverage. It’s a valuable tool for your wealth plan because it eliminates any excuse for money being an obstacle to your financial growth.
However, financial leverage is the one type that both increases potential rewards and decreases the odds of survivability. It makes the good times great, and the bad times unbearable. That’s why the following risk management guidelines are essential for financial leverage.
Time Leverage – Employ other people’s time so you’re not limited to 24 hours in a day
Time is your ultimate scarce resource. The fact that you can’t save it or create more of it is why leverage strategies to accelerate your financial freedom are important. It’s how you recover your limited time from being spent on unsatisfying drudgery.
The goal of time leverage is to release your income growth from the boundaries of time, and to get more stuff done without using any of your time. You achieve these two goals through a progressive four-step process:
The goal is to get more work done so you can create more profit while working less.
Technology and Systems Leverage – Set up a scalable model once so the systems can do the work thousands of times
If your goal is to own your business (rather than letting it own you) then you need to remove yourself from the production process. Convert all activities required to run your business into scalable, efficient systems that aren’t dependent on any individual.
It costs time and money to get systems leverage working for you, but those resources are well spent because the result is greater wealth, less risk, and more freedom. And that’s a goal well worth pursuing.
Communications and Marketing Leverage – Access other people’s audiences through magazines, newsletters, and databases so you can communicate with millions for the same effort as one
Communications leverage is the bridge that creates marketing leverage out of networks. It has three main advantages:
There are many tactics to increase communications leverage (upsell, cross-sell, referral systems, joint ventures, automated sales funnels, continuity sales programs, media outreach), but they all boil down to two objectives.
The key to success in communications leverage is knowing how to cut through all the information noise with a meaningful message that serves your customers. Give them something valuable so you’re not just adding to all the noise that already clutters their lives.
Network and Relationship Leverage – Employ other people’s connections and resources so you’re not limited to your own
Network leverage is based on relationships that exchange value instead of money. The value exchanged might include contacts, resources, strategies, experiences, referrals, support, or any other form of value that costs the giver nothing but makes a big difference for the receiver.
The reason relationship leverage is important is because the root of all business is human relationship. When you know how to leverage those relationships ethically, you’ll create more business, faster, with less risk, and with less of your own resources.
The four steps to building a network that multiplies your wealth are:
Building a strong professional network of strategic contacts is something that can take years. It requires effort, but strategic alliances with the right people can make or break your wealth plan. The key is who you know, what you know, and how you ethically apply those resources.
Knowledge and Experience Leverage – Utilize other people’s expertise, or leverage your own expertise
Knowledge is the foundation of all wealth-generating processes because it converts resources into something with economic value. Stated another way, physical capital owes most of its value to intellectual capital.
Unfortunately, the ability to learn and grow intellectual capital is limited by your time and ability to internalize information. There’s always more to learn than time to learn it.
That’s why hiring an expert who lives and breathes the knowledge you require can be such an effective leverage strategy to save you time and accelerate your wealth.
Alternatively, if your goal is to increase your earning capacity, it might make sense to gather the knowledge yourself so as to become the go-to expert that others leverage.
Regardless of which path you choose, knowledge leverage is a strategic way to reduce risk and increase return to accelerate your wealth growth.
IMPLEMENTATION
Nobody is born with leverage skills so don’t get overwhelmed if these leverage strategies felt foreign or unusual. The good news is there’s a strategic way to implement leverage, regardless of your current skill level, that will best capitalize on your existing strengths and minimize any weaknesses.
The first point to remember is leverage is just an accelerator for whatever business process is already in place. When you multiply an efficient operation through leverage, you increase profits. Conversely, when you leverage an inefficient operation, you multiply losses.
So the first rule is: bootstrap your way to profitability so that you control for risk of loss before ever applying leverage. Think of it in two stages.
The second rule is: all six types of leverage work synergistically together. They are not mutually exclusive. Each type provides a unique tool for removing a specific constraint to growth, and when the tools are applied together, they produce a compound effect. So just start with whatever leverage tool is most immediately appealing and don’t worry about the rest because they’ll naturally fit into your wealth plan in the fullness of time.
The goal is to accelerate your wealth growth and save your time because if you aren’t using leverage then you’re working harder than you should, to earn less than you could.
Bonus Content
This book has been about taking action, so I encourage you to take action now. To make it easy we’ve provided a complete set of printable templates, forms, and reference guides to help you, completely free of charge. It includes:
You can get immediate access to all of these resources at: https://financialmentor.com/free-stuff/leverage-book.
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How Expectancy and Probability Interact in the Real World
How To Convert Uncertainty into Opportunity!
Manage Your Payoff To Master Your Wealth Growth
The Trap of Needing to Win
In Summary
Exercise: Expectancy Analysis
The Principles To Leverage Limited Resources
Principle 2: Trading Time for Money Limits Wealth Growth
Principle 3: The Opportunity Cost Problem
Principle 4: Time Freedom
In Summary
Exercise: Time Tracking 1
Grow Wealthy by Providing Value and Solving Problems
Principle 5: Grow Wealthy by Providing Value and Solving Problems
In Summary
Exercise: Identify Potential Leverage Points
Make Yourself Unnecessary
Principle 6: Make Yourself Unnecessary
In Summary
Exercise: Time Tracking 2
Upfront Costs, Benefits Lag
Principle 7: Upfront Costs, Benefits Lag
In Summary
Exercise: Delay Gratification
Expand the Gap
Principle 8: Expand the Gap
In Summary
Exercise: Time Tracking 3
The Ultimate Leverage
Principle 9: Financial Independence
In Summary
Strategies: The 6 Types of Leverage
The 6 Types of Leverage
Boost Your Leverage with Overlapping Strategies!
In Summary
Exercise: 10X Your Results
1 – Financial Leverage
Financial Leverage versus Investing
Return Must Exceed Borrowing Cost
The 3 Must-Follow Rules for Financial Leverage
It Takes Money To Make Money
Financial Leverage Without Money
How Operating Leverage Multiplies Your Profits (and Losses!)
The Simple Way To Become a Millionaire Using Financial Leverage
10 More Ways To Grow Your Wealth with Financial Leverage
The Zen of Financial Leverage: Risk Management
Don’t Mix Financial Leverage with Volatility
In Summary
Exercise: Financial Leverage in Real Estate
2 – Time Leverage
What’s Your Time Worth?
4 Reasons Delegation Is Your New Best Friend
Why Frugality Is a Low-leverage Strategy
How Productive Is Your Productive Time?
How Employees Amplify Your Productive Time
Systems Automation: The Ultimate Time Leverage Strategy
6 Practical Time Leverage Strategies
How To Prioritize Your Time for Maximum Leverage
In Summary
Exercise: Calculate the Value of Your Time.
3 – Technology & Systems Leverage
The 3 Stages of Systems Leverage that Every Business MUST Go Through
Process Mapping Today To Free Your Time Tomorrow
Process Mapping Tools To Make Your Life Easier
Making Money Should Be Boring
Making Technology Work for You
How Technology Revolutionizes Business Systems
Checks and Balances To Reduce Risk
Increase Scalability for Maximum Profits
In Summary
Exercise: Make Yourself Unnecessary
4 – Communications and Marketing Leverage
Why Communications Leverage Matters
Increase Your Profits with Marketing Leverage
Goal #1: Increase the Lifetime Value of Your Existing Customers
Cross-sell, Upsell, and Back-end Sell
Create Continuity Sales Programs
Goal #2: Find New Customers
Technology for Nurturing Your Sales Funnel
How Marketing and Networking Work Hand-in-Hand
In Summary
Exercise: Increase Your Customer Lifetime Value
5 – Network and Relationship Leverage
Networks Exchange Value, Not Money
Your Most Valuable Asset
But I Don’t Want To “Use” My Friends
4 Steps To Build a Network That Multiplies Your Wealth
Step 1: Decide Who You Want in Your Network
Step 2: Connect with Those People
Step 3: Build the Relationship
Step 4: How To Ask For Help
Network and Relationship Leverage in Practice
Leveraging Your Customer Network
In Summary
Exercise: Build Your Network
6 – Knowledge and Experience Leverage
The 2 Types of Knowledge Capital
Knowledge versus Information
Hire the Expert
Become the Expert
Don’t Forget the Knowledge Inside Your Organization
In Summary
Exercise 1: Learn Something New Every Day
Exercise 2: What is Your Competitive Advantage?
Putting It All into Practice To Achieve Financial Freedom
Efficiency First, Leverage Second
A Complete Timeline for Applying Leverage in Any Business
Using Leverage To Leverage Leverage
Start Somewhere
Overview
Principles: The 9 Principles of Leverage
Strategies: The 6 Types of Leverage
Financial Leverage – Utilize other people’s money so you’re not limited to your own net worth
Time Leverage – Employ other people’s time so you’re not limited to 24 hours in a day
Technology and Systems Leverage – Set up a scalable model once so the systems can do the work thousands of times
Communications and Marketing Leverage – Access other people’s audiences through magazines, newsletters, and databases so you can communicate with millions for the same effort as one
Network and Relationship Leverage – Employ other people’s connections and resources so you’re not limited to your own
Knowledge and Experience Leverage – Utilize other people’s expertise, or leverage your own expertise
Implementation
Additional Books by Todd Tresidder
Additional Courses by Todd Tresidder