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BlackRidge PRINCIPAL RESULT 02/ 13

Ata 30 -year horizon the fee's share of compound growth
reaches about half, and it crosses into the majority just beyond
thirty years.

Horizon dictates the outcome. At thirty years, the manager captures 49.8% of total compound
growth before crossing into the majority in year thirty - one. These are BlackRidge's own
calculations, with the fee taken from the start- of - year balance. The optical trick lies in the annual
deduction. It quietly confiscates 28.6% of the baseline yearly return.

MANAGER SHARE ANNUAL SHARE NET VS GROSS TIPPING POINT

49.8% 28.6% x4.32 / Year 31

at thirty years Fee portion of gross X7 6 1 Investor share falls
return * below half
Capital multiple over
thirty years
EVIDENCE The arithmetic exposes a compounding trap at the thirty-year mark. An annual charge devours

nearly half the accumulated gain. The investor carries the market risk while forfeiting a massive
share of the reward.

INTERPRETATION The fee structure claims future growth. Managers tax the initial capital and every dollar of
previously generated profit. Compounding transforms a small annual charge into an eventual
co-ownership stake.

DECISION Model the terminal wealth distribution. Allocators must calculate the manager's cut of the
IMPLICATION projected growth across their exact time horizon. Sign nothing without this arithmetic.

CAVEAT This equilibrium requires a thirty-year timeline and constant returns. Shorter periods reduce the
manager's cut, while longer horizons expand it. The baseline model excludes tax drag and
potential alpha from manager skill.
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BlackRidge

THE REFRAME 03 /13

An Asset Fee is a Tax on Returns

Firms sell management costs as a harmless slice of assets. The arithmetic proves otherwise. A
2% fee ona 7% gross return takes 28.6% of everything the capital earns that year, whether or not
the manager beat the market. Even minor differences in costs erase tens of thousands of dollars
over a couple of decades [©3,

EVIDENCE

INTERPRETATION

DECISION
IMPLICATION

CAVEAT

BLACKRIDGE RESEARCH — COMPOUNDING FEE DRAG 2026

A 2% FEE ON A 7% GROSS RETURN

28.6%

of everything the capital earns, taken every year (2 + 7)

The calculation requires no advanced math. We use 7% as the baseline gross return. Take out
a 2% management charge, and the investor nets 5%. Two points out of seven means the
manager just pocketed 28.6 % of the new wealth your capital generated. That levy hits the
account every twelve months.

Asset-based pricing works in the manager's favour. A percentage assessed on total assets
ensures the firm gets paid for the money you brought to the table. The fee scales directly with
your accumulated savings. The formula ignores the actual value the advisor adds. When a
market delivers an effortless bull run, the manager's cut grows automatically. Your capital
does the heavy lifting. The house taxes the entire pile.

Change your evaluation metric immediately. Discard the notion of a 2% fee as two pennies on
the dollar. Quote it directly as a percentage of your expected return before comparing
managers. This shift reveals the true price of the service. If you anticipate a 7% market,
demand to know exactly what the advisor will do to earn their 28.6 % share of your profits.

That annual tax rate actually understates the lifetime effect. A single-year snapshotignores
the reality of compound interest in reverse. Every dollar the manager extracts is a dollar that
stops growing for you. The money taken today cannot generate its own returns tomorrow.
Over a long horizon, this diverted compounding creates a structural wealth transfer that the
later sheets quantify.
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BlackRidge HORIZON 04 / 13

The manager's share of growth rises with time and crosses
half around 30 years

Time compounds capital. It also compounds the cost of holding it. Watch the manager column
climb from a 35.0% take at ten years to a staggering 56.8% at forty. The SEC shows the same
drag over twenty years: at a 4% annual return on $100,000, a 1% fee leaves the portfolio nearly
$30,000 below a 0.25% fee. [°3

HORIZON GROSS MULTIPLE NET MULTIPLE INVEST OR SHARE MANAGER SHARE
10 years x1.97 x1.63 65.0% 35.0%
20 years x3.87 X2.65 57.6% 42.4%
30 years x7.61 x4.32 50.2% 49.8%
40 years x14.97 x7.04 43.2% 56.8%
EVIDENCE The math is unforgiving. A 2% fee equals 28.6% of a 7% gross return every single year. But the

manager's share of the cumulative growth does not stay at 28.6%. It accelerates. By year
thirty, the investor keeps 50.2% of the generated growth and the manager captures 49.8 %.
One unit of capital grows to x7.61 gross over three decades. The investoronly sees x4.32 net
of the fee.

INTERPRETATION Growth means the gain above the starting capital. The investor provides all the cash and takes
all the risk. Yet the split shifts relentlessly toward the manager as the decades pass. The
crossing point arrives at year 31. At that exact moment, the investor's share of the total growth
falls below half. If the diverted fees were themselves reinvested at the same market return, that
manager fee-book overtakes the investor's entire net gain at year 31.

DECISION The penalty forces investors to wait. Net compounding needs 11.6 extra years to reach the
ISELIERTIEL multiple the gross return reaches in 30. Thatis roughly a lost decade. A 2% annual levy sounds
smallin a boardroom presentation. Compounded over forty years, it transfers majority

ownership of the generated wealth straight to the agent.

CAVEAT The table assumes the same gross return at every horizon. This is an abstraction. It flatters no
one, but it keeps the comparison clean. We also assume the fee comes off the start-of-year
balance (net exactly 5%); on year-end assets it would take 52.3% at 30 years, crossing half at
year 27. Markets actually crash and spike. Volatility alters the sequence of returns, but the
mechanical drag of the fee structure always points down.
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BlackRidge COMPOUNDING GAP 05/ 13

The growing chasm between gross and net returns over 30
years

Over 30 years, one unit of capital grows to x7.61 gross but only x4.32 netof a 2% fee
(BlackRidge calculation). The gap is not just the cash paid. It includes all the future growth those
diverted dollars will never earn.

MULTIPLE OF CAPITAL
—— Gross, before the fee

Net of a 2% fee

x6
x3
x2

x1
0 5 10 15 20 25 30

Growth of one unit of capital, gross vs net of a 2% fee, 0 to 30 years (BlackRidge calculation)

GROSS MULTIPLE NET MULTIPLE LOST TIME

x7.61 x4.32 11.6 yrs

Capital growth over 30 years Capital growth over 30 years Extra years net compounding
before any fees. after a 2% annual fee. needs to reach the 30 -year
gross multiple.

EVIDENCE Compounding operates ruthlessly. Net returns need 11.6 extra years to reach the multiple the
gross return hits in 30.

INTERPRETATION The numbers look harmless on a term sheet. Yet a tiny annual drag quietly strips away years of
wealth.

DECISION Math punishes the unaware. Paying this constant fee guarantees a lost decade of portfolio

IMPLICATION growth.

CAVEAT This models a constant return. Real market paths are jagged, making the final damage heavily

path dependent.

BLACKRIDGE RESEARCH — COMPOUNDING FEE DRAG 2026 05



BlackRidge SHADOW PORTFOLIO 06 /13

Past year 31, the reinvested fee stream is worth more than
everything the investor netted.

That 2% fee is not a simple expense consumed at year end. It represents living capital that
abruptly changes owners. This diverted money forms a shadow portfolio, compounding
relentlessly on the other side of the table.

MULTIPLE OF STARTING CAPITAL
Investor net gain Manager fee -book

5| 10 15 20 25 30 35 40

Cumulative net gain versus compounding fee stream over 40 years (BlackRidge calculation).

CROSSOVER YEAR 40-YEAR NET VS FEE-BOOK MANAGER GROWTH SHARE
(o)
31 x6.04 [ x7.93 56.8%
The point where the manager's Investor's net gain compared to The fraction of 40 -year growth
fee-book outgrows the the manager's fee-book, as captured by the fee.
investor's entire net gain. multiples of starting capital.
EVIDENCE If the diverted fees were reinvested at the same 7% market return, that manager fee-book

overtakes the investor's entire net gain at year 31.

INTERPRETATION The math exposes a quiet wealth transfer. What feels like a minorrecurring charge balloons
into a fortune larger than your actual profit.

DECISION You fund a parallel financial engine. Your capital takes the risk, but the house eventually

IMPLICATION harvests the vast majority of the long -term growth.

CAVEAT This assumes the manager reinvests all fees at the market return. It illustrates pure opportunity
costrather than mapping a specific firm's books.
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BlackRidge REGULATORY EVIDENCE 07 / 13

The regulator confirms a five - figure gap even at modest
returns

The Securities and Exchange Commission runs the math on a portfolio earning 4% a year. Results
vary wildly depending on the cost layer. The bulletin puts the 20- year gap betweena 0.25% and a
1% fee at nearly $30,000 °*!: our recomputation gives $28,204. This same wealth diversion
mechanism operates relentlessly, even at lower rates of return.

ANNUAL FEE ENDING VALUE LOST TO FEES
0.25% $208,815 -$10,297
0.50% $198,979 -$20,133
1.00% $180,611 -$38,501

BlackRidge recomputation of the SEC example: $100,000 at 4% a year less each fee, 20 years, vs ano-fee $219,112 (03]

EVIDENCE The official SEC investor bulletin charts a $100,000 balance over 20 years at a 4% annual
return less a 0.25%, 0.50% or 1% fee (031, Recomputed, that capital reaches $208,815 if the
fee stays capped at 0.25%. Pushing the costto 0.50% drops the final balance to $198,979. At
a 1% fee, the investor keeps a meager $180,611.

INTERPRETATION A small fraction of a percentage point looks harmless on paper. Compounding weaponizes it.
The gap between the cheapest and most expensive option swallows more than a quarter of
the original principal. The manager takes a fixed cut of the total assets every single year. This
constant bleed drags down the capital base that generates tomorrow's returns.

DECISION Investors cannotignore expenses just because their portfolio grows slowly. Alow gross

I UG AT return actually makes the fee bite harder as a share of the total gain. The client pays a massive
premium for mediocre growth. The example shows that ruthless cost control remains the only
guaranteed lever an investor holds.

CAVEAT This federal example assumes a 4% return and a 20 -year timeline. Those parameters are far
gentlerthan the 7% and 30 -year baseline used throughout our analysis. Shortening the clock
and muting the growth masks the true severity of the fee drag. That reflects the choice of
parameters, not an attempt to understate the effect.
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BlackRidge

REAL-MONEY CASE 08 / 13

Real fees over a real decade

The low-cost S&P 500 index fund gained 125.8% cumulatively. The five competing funds - of -
funds managed gains between 2.8% and 87.7% °*!. Fees explain much of that gap: Warren Buffett
estimated that over the first nine years roughly 60% of the funds' gains went to the two levels of

managers ©%,

VEHICLE

S&P 500 index fund

Funds-of-funds A

Funds -of-funds B

Funds -of-funds C

Funds-of-funds D

Funds-of-funds E

FINAL GAIN ANNUAL GAIN
+125.8% +8.5%
+21.7% +2.0%
+42.3% +3.6%
+87.7% +6.5%
+2.8% +0.3%
+27.0% *2.4%

Ten-year bet, 2008 to 2017, net of fees [01] [04]; Fund D liquidated in 2017, nine years only [01]; the 60 % estimate covers

nine years [02]

EVIDENCE

INTERPRETATION

DECISION
IMPLICATION

CAVEAT

The final scorecard shows the index fund returned 8.5% a year. The hand-picked portfolios
trailed far behind with cumulative gains of 21.7%, 42.3%, 87.7%, 2.8% and 27.0% 011 The
underlying structure crushed the net result. Hedge-fund fees likely averaged a bit under the
standard "2 and 20", and the funds -of-funds added a fixed fee usually set at 1%, plus some
performance fees. Buffett estimated that over nine years roughly 60 % of all gains went to
these two levels of managers [02] The intended $1,000,000 prize, funded with $318,250 from

each side, ultimately paid $2,222,279 to Girls Inc. of Omaha [©1],

This decade-long contest drags the math out of theoretical spreadsheets into the actual
market. The reality is brutal. A heavy expense ratio mechanically devours the end balance over
time. Managers essentially rented the capital. They took their outsized cut every single year
regardless of market weather, passing only a fraction of the upside to the investor.

The layer count determines the severity of the wealth transfer. Every additional tier adds a fresh
percentage charged against the whole balance. It taxes the principal. The investor bleeds
assets first to the underlying managers and then to the gatekeepers selecting them. A
complex structure guarantees a massive share of any positive return bypasses the person
supplying the money.

This specific wager also mixes pure fee drag with manager selection. Hedge funds introduce
severe manager selection risk. These elements skew the results far beyond simple
management costs. Buffett provided the 60 % capture figure as an estimate rather than a hard
audit. Yet the lesson remains. The staggering performance gap illustrates the severe cost of
multiple fee layers.
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BlackRidge SKILL AND FEES 09 / 13

The counter - intuitive math: a lower gross return hands the fee
a larger share of growth

Skill changes the size of the pie. The fee retains its absolute priority on the first slice. An aggressive
10% gross return still sees a 2% levy devour 44.9% of the total 30- year growth. Drop that gross
return to a sluggish 5% and the manager walks away with 57.0% of the upside (BlackRidge
calculation).

GROSS RETURN GROSS X30Y NET X30Y FEE SHARE OF GROWTH
5% a year x4.32 x2.43 57.0%
7% a year x7.61 x4.32 49.8%
10% a year x17.45 x10.06 44.9%
12% a year x29.96 x17.45 43.2%

Fixed 2% fee, 30 -year horizon; the fee's share of growth rises as the gross return falls (BlackRidge calculation)

EVIDENCE Alpha fails to override the structural gravity of a percentage tax on assets. The table models a
30-year horizon across four gross return environments: 5, 7, 10 and 12 percent. The gross
and net multiples track exactly how the wealth splits. Higher gross returns shrink the fee's
share of growth, but even at 12% the fee still takes 43.2%.

INTERPRETATION Look closely at the bottom end of that performance spectrum. A 5% gross return is entirely
plausible for a conservative mix or a stagnant equity market. Here the fee consumes well over
half the generated wealth. The investor takes all the market risk. The manager collects a
guaranteed cut regardless of the outcome. Mediocrity subsidizes the management firm

heavily.

DECISION High-cost active management promises outperformance to justify the expense. A sustained

I UG AT 10% gross return over three decades still guarantees the manager captures nearly half your
total upside. You finance the entire operation. They split your winnings. The arrangement
heavily favors the house.

CAVEAT This model holds the 2% fee fixed to isolate the baseline drag. A performance fee would

increase the manager's share further. A genuinely skilled manager may still leave the investor
better off in absolute terms even after the larger percentage bite. Finding that manager thirty
years in advance is the real challenge.
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BlackRidge

ASYMMETRY 10/ 13

The Fee Ignores the Market

Markets stall. When they do, asset managers continue to collect their percentage. A decade of
zero gross returns combined with a 2% fee quietly erodes 18.3% of the initial capital (0.98 to the
tenth power). Suffer a 20% drawdown and mathematics dictates a +25.0% gain just to break
even, a steep climb made steeper because the levy applies on the way down and all the way back

up.

PRINCIPAL LOST IN A FLAT GAIN NEEDED TO RECOVER A CHARGE FREQUENCY IN

DECADE

18.3%

20% LOSS DOWN MARKETS

+25.0% Every year

The guaranteed capital erosion The mathematical hurdle The percentage fee carries no
when gross market returns hover required to restore an account clawback provisions and no
at zero. to its previous high mark. performance test.

EVIDENCE Volatility exposes the raw mechanics of an asset-based toll. Prices drop. The account balance

INTERPRETATION

DECISION
IMPLICATION

CAVEAT

shrinks. The management firm simply calculates its percentage against the lower number.
They share the pain only in the strict mathematical sense that two percent of a smaller pie is a
smaller slice. The invoice still arrives. An investor needing a 25.0% rally just to repaira 20%
hole finds their manager actively widening that hole every quarter.

Risk operates on a one-way street. Clients absorb the full brunt of negative years while the
house takes a steady cut regardless of the weather. The industry pretends this arrangement
aligns interests. It just guarantees revenue. A flat decade destroys nearly a fifth of your money
without a single bad trade hitting the books. Asset gatherers get paid for showing up, leaving
the investorto drag a bleeding portfolio back to zero.

Capital preservation strategies fail when the cost structure itself becomes the primary threat.
Wealth planners love to run Monte Carlo simulations. They obsess over bad sequences of
returns while ignoring the absolute certainty of a manager draining the reservoir during a
drought. You cannot wait out a stagnant market. Your cash bleeds away. The underlying math
turns a sideways decade into a steady, brutal downward slide.

A flat decade is anillustration, never a firm forecast. Markets rarely drift sideways for ten
straight years. We usually endure wild swings or enjoy extended runs. The durable reality is the
fee's utter indifference to those outcomes. Bull or bear, the toll bridge stays open.
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BlackRidge WHY NOW 11/ 13

A Checkable Decision

The clock is the primary argument. Every year an allocator holds a standard percentage fee without
auditing it, the manager's growing share of compound growth becomes harder to claw back. By
year 31, the manager already keeps more of the growth than the investor does. This relentless
arithmetic is executing inside every existing mandate right now without needing new data to
become true.

01 Quote the proposed fee as a strict percentage of the expected gross return.
02 Demand the net terminal multiple mapped specifically to your actual holding horizon.
(0K} Count the fee layers.

04 Verify exactly what the manager charges when the portfolio shrinks during a down year.

EVIDENCE The math leaves no room for negotiation. At a constant 7% gross return and a 2% fee, the
investor's share of the growth drops below half at year 31. If those diverted fees were
themselves reinvested at the same market return, that manager fee-book overtakes the
investor's entire net gain in the exact same year.

INTERPRETATION Time weaponizes the fee structure against the provider of capital. A 2% charge sounds
harmless when viewed in isolation over twelve months. Stretched across decades, it
systematically transfers the bulk of the compounding power from the client to the asset
gatherer. The allocator finances the entire operation and takes the downside risk. The manager
eventually collects a larger share of the upside.

DECISION Ignoring these long -term mechanics guarantees a massive wealth transfer. Allocators must

I UG AT overhaul how they negotiate terms. A standard fee arrangement functions as a shifting equity
claim on future returns. Treating it as a simple operating expense forces the investor to
finance an expensive lost decade.

CAVEAT These trajectories map the mechanical consequences of a constantassumed gross return.
They do not forecast market performance. A successful manager might generate enough
gross yield to defer the pain. A flat decade will rapidly accelerate the principal decay. The fee
structure dictates the mathematical baseline regardless of the market weather.
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BlackRidge CONCLUSION 12 /13

The Permanent Claim on Compound Growth

A percentage fee operates as a standing claim on compound growth. The math is brutal. Because
the charge compounds alongside your capital, its share of the total gain rises as the horizon
stretches. Run the clock to 30 years ata 7% gross return and the house will quietly swallow about
half of all the wealth created (BlackRidge calculation).

01  Time silently weaponizes a flat fee.

02 The person who absorbs the market crashes eventually splits the lifetime profit evenly with the
house.

03 Paying a standard industry rate forces you to surrender roughly an entire decade of compounding
just to offset the mechanical drag of the charge.
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BlackRidge SOURCES 13/ 13

Sources

Every numeric claim in this report is traceable to a primary source or to first- principles
compounding arithmetic reproduced in the research folder. Figures without a citation are
BlackRidge's own calculations, using constant annual returns and a fee deducted from the start-
of - year balance; the sources are cited only for what they state.

[01] Berkshire Hathaway. Chairman's Letter 2017 (final scorecard of the ten-year bet).
https://www.berkshirehathaway.com/letters/2017Itr.pdf

[02] Berkshire Hathaway. Chairman's Letter 2016 (“The Bet”, fees diverted, 2 and 20).
https://www.berkshirehathaway.com/letters/2016Itr.pdf

[03] U.S. Securities and Exchange Commission, Office of Investor Education and Advocacy. Investor Bulletin: How Fees
and Expenses Affect Your Investment Portfolio.
https://www.sec.gov/investor/alerts/ib_fees_expenses.pdf

[04] Long Bets. Bet 362: the S&P 500 will outperform a portfolio of funds of hedge funds (2008-2017).
https://longbets.org/36 2/
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ABOUT BLACKRIDGE

Independent research,
introductions clearly defined.

BlackRidge is anindependent research bureau introducing private investors to quantitative traders through
multiple strategy providers. We publish quantitative research. Investors access strategies through PAMM
accounts at the broker. We are not a fund or broker and never hold client money.

01
Your funds stay at the broker. The accountis opened in your own name. BlackRidge never receives, holds, or
has withdrawal rights over client capital.

0)
No fee on your profits. A one -time access payment of 6.7% of the agreed trading level, paid to the selected
strategy provider. No management fee, no performance fee, no profit share, in any year.

03

You fund the risk, notthe exposure. Allocations are notionally funded: you agree a trading level and fund the
margin and drawdown allowance behind it. Trading losses can exceed the deposit without applicable negative
balance protection; the separate 6.7% access paymentis nonrefundable.

CONTINUE READING

blckridge.com/research: published research. Notional funding and PAMM accounts explained in full, and

answers to the questions this raises.

We use Al models to gather and aggregate source material and to help prepare each report. Read it with
its cited sources, sample, methods and limitations, and send corrections through research methodology

and corrections.

The client pays the selected strategy provider a one -time access payment of 6.7 % of the agreed trading
level. BlackRidge receives anintroduction fee from that provider and does not receive broker
compensation. About BlackRidge.

Minimum funded capital $25,000. Strategy authorship, live records, the broker, the selected strategy
provider and the full commercial terms are presented on an introductory call and confirmed in writing
before any payment or deposit.

This report is published for information only. It is not investment advice and does not take account of your circumstances. Trading
leveraged instruments including CFDs carries substantial risk and is not suitable for all investors; you may lose the capital you fund
and, depending on your broker's terms, may owe more than your deposit. Findings in this report may combine third-party evidence,
historical calculations and illustrative scenarios; they are not verified live trading results of any strategy provider. Past performance
does not indicate futureresults.
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