Diversify

m What Does "Diversification” Really Mean?

Diversification just means spreading your money across many different investments instead of putting it all
into one. If one company has a bad year, only a small slice of your portfolio feels it — the rest keeps doing
its own thing, completely unaffected.

Think of a fruit basket instead of a single fruit stand. If one type of fruit has a bad season, you've still got
plenty of others to enjoy. A properly diversified portfolio works the same way — no single "ingredient" can
spoil the whole basket.

m Real Example: Priya vs. Jordan

Jordan puts $10,000 into a single company's stock. Priya puts the same $10,000 into a diversified index
fund holding hundreds of companies. That year, the wider market has a rough patch.

_ Jordan — one company Priya — diversified fund

Amount invested $10,000 $10,000

Where it went 1 company 500+ companies
That period's return -45% -8%

Value at year end $5,500 $9,200

Same amount invested, same rough year in the market — but Jordan's fate depended entirely on one
company's decisions and luck, while Priya's outcome reflected hundreds of businesses instead of just one.

Diversification doesn't just protect you in a single bad year, either. Research consistently shows that a
small handful of standout companies drive most of a market's long-term gains, while plenty of individual
stocks go nowhere or worse. Spreading your money across many companies means you're far more likely
to end up owning the winners, instead of betting your whole portfolio on picking just one.

m The Cost of Concentration

Here's what happens to a $10,000 portfolio if one single holding drops all the way to zero, depending on
how much of your portfolio is tied up in it.

Share in If concentrated You'd If diversified Extra you'd

one stock (drops to $0) lose instead keep

100% $0 -$10,000 $6,500 +$6,500
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Share in If concentrated You'd If diversified Extra you'd

one stock (drops to $0) lose instead keep
75% $2,500 -$7,500 $7,375 +$4,875
50% $5,000 -$5,000 $8,250 +$3,250
40% $6,000 -$4,000 $8,600 +$2,600
30% $7,000 -$3,000 $8,950 +$1,950
25% $7,500 -$2,500 $9,125 +$1,625
20% $8,000 -$2,000 $9,300 +$1,300
15% $8,500 -$1,500 $9,475 +$975
10% $9,000 -$1,000 $9,650 +$650
5% $9,500 -$500 $9,825 +$325
2% $9,800 -$200 $9,930 +$130
1% $9,900 -$100 $9,965 +$65

"If concentrated" assumes a full 100% loss on that single holding — a worst-case scenario used to show why
concentration is risky, not a prediction. "If diversified instead" assumes that same share had been spread across
many holdings and hit a severe market downturn of -35% (roughly in line with the scale of a serious historical
bear market) rather than going to zero — still a bad year, just nowhere near total loss.

m The Potential Benefits of Diversification

It's not just about limiting losses — spreading your money around also improves your odds of capturing
gains, wherever they show up.

Gains and losses across many holdings tend to balance out, so your

(0 Smoother overall returns .
portfolio's ride is less bumpy year to year.

[0 More chances to own a A small handful of standout companies drive most long-term market gains
winner — owning more companies means you're more likely to hold them.

00 Reduced single-company No one business's bad decision, scandal, or bankruptcy can wipe out your
risk whole portfolio.

[0 Exposure to different When one industry or country struggles, others may be thriving, balancing
sectors & regions out your overall return.

[0 Easier to stick with your Smaller swings in value make it easier to stay invested through rough
plan patches instead of panic-selling.
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Worth knowing: diversification reduces risk, but it doesn't eliminate it — a diversified portfolio can still
lose value when the whole market falls. The goal isn't to avoid all risk, it's to avoid having your entire
financial future depend on any single company.

B Quick Check: 5 Questions

Answer all five before turning the page to check yourself against the answer key.

1. What does "diversification" mean in investing?

m A. Putting all your money into the single best-performing stock you can find

m B. Spreading your money across many different investments so no one company can sink your
whole portfolio

m C. Only investing in companies from your own country

m D. Avoiding the stock market altogether and only holding cash

2. Why can a single company's stock be much riskier than a diversified index fund?
m A. A single company depends entirely on its own management, competitors and luck, while an index
fund spreads that risk across hundreds of companies
m B. Single stocks are always more expensive to buy
m C. Diversified funds are guaranteed by the government
m D. Single stocks pay higher dividends by law

3. In the Priya vs. Jordan example, why did Priya's portfolio hold up better in a rough year?

m A. She sold her shares right before the downturn
m B. She only invested in gold and cash
m C. Her money was spread across hundreds of companies instead of just one

m D. She had inside information about the market

4. If you put 50% of your portfolio into one company and it goes to zero, what happens?

®m A. You lose nothing, because the rest of your portfolio protects you completely
m B. You lose 100% of your total portfolio automatically

m C. Your broker automatically replaces the lost value

m D. You lose 50% of your total portfolio's value

5. What's the main takeaway of this lesson?

m A. Diversification guarantees you'll never lose money

m B. Spreading your investments across many assets reduces the impact any single one can have on
your overall wealth

m C. You should only ever own one stock at a time
m D. Diversification is only useful for professional investors
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m Quiz Answer Key

1 B — Diversification means spreading your money across many different investments, so no single
company or sector can sink your entire portfolio.

2 A — A single stock's fate rides entirely on one company's decisions and circumstances. A diversified
fund spreads that same risk across hundreds of businesses at once.

3 C — Priya's diversified fund meant no single company's bad year could hurt her nearly as much as it hurt
Jordan, who was fully concentrated in one stock.

4 D — Your loss is proportional to how much of your portfolio was tied up in that one holding — 50%
invested means a 50% hit to your total portfolio if it goes to zero.

5 B — Diversification doesn't eliminate risk entirely, but spreading your money across many assets means
no single company's fate determines your financial future.
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