
The Trailhead—Key Concepts 

Investing 101 
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Trail Map 

• Understand investing principles  

– Risk and reward 

– Diversification and correlation 

– Time value of money 

• Answer your questions 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwiV3-fWiODOAhUC7mMKHfq5B3UQjRwIBw&url=http://www.benzinga.com/general/education/13/10/4022546/the-debate-between-active-vs-passive-investing&bvm=bv.130731782,d.cGc&psig=AFQjCNEm0nXTG-XOg6gFGhDTb6kSYJNItw&ust=1472334708260069
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What Is Investing? 

Source: Investopedia 

• The act of committing money or capital to an endeavor  
with the aim of obtaining additional income or profit  

• Conscious act based on consideration of the risk of loss 

• Different from speculation or saving 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjvkY7YieDOAhVSVWMKHeWFCW4QjRwIBw&url=http://www.wci360.com/news/article/2015-another-record-year-for-delawares-captive-insurance-growth&bvm=bv.130731782,d.cGc&psig=AFQjCNGxB4jlYCoJEJfKCy1YTykYYG0tEg&ust=1472334951554477
http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjRgOXvieDOAhUJw2MKHekrBngQjRwIBw&url=http://www.arborinvestmentplanner.com/probable-maximum-loss/&bvm=bv.130731782,d.cGc&psig=AFQjCNHYA6swtq8s2f1Bu8QdSZ-lWwyO3Q&ust=1472335113167706
http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjBjqqEiuDOAhUIxGMKHXPFABwQjRwIBw&url=http://moneymummy.com.au/three-things-you-really-need-to-know-when-saving-and-investing-for-your-child/&bvm=bv.130731782,d.cGc&psig=AFQjCNHnt1NUYz1hMJ8Q-RZOLu1WtVMMGg&ust=1472335159611427
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Packing Your Bags 

What is your investment goal? 

What is your source of funds? 

How much can you afford  to lose? 

What is your time horizon?  
(When do you need the money?) 
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Risk and Return 

• Investors require higher returns 
to compensate for taking  
more risk 

• Risk premium—compensation 
for those who tolerate extra risk 

Source: Investopedia 
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The Future Is Uncertain! 

• Economy may tank 

• Stock market may drop 

• Inflation may increase 

• May receive significant donation 

• Economy may grow faster  
than expected 

http://www.123rf.com/photo_12882221_road-to-riches-as-awinning-financial-concept-of-making-money-and-acheiving-business-success-with-roa.html
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What Is Risk? 

• The chance that an investment’s actual return will be different 
than expected  

• The possibility of losing some or all of the original investment  

• The deviation of returns around the average return 

Source: Investopedia 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjxgInNjuDOAhXGKyYKHXPNDMMQjRwIBw&url=http://www.intelligentspeculator.net/investment-talking/speculative-investments-what-how-why-when/&bvm=bv.130731782,d.cGc&psig=AFQjCNEyvYkIFWwZ5K_qDVz5v7tqHW4upg&ust=1472336381162720
http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=&url=http://www.tycuda.com/tycuda-blog/2015/3/13/process-driven-investing&bvm=bv.130731782,d.cGc&psig=AFQjCNHpG8xzO_1japU_6JInq5SrdtHy7g&ust=1472336485787178
https://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwi8hLOgj-DOAhUD3SYKHfpMDckQjRwIBw&url=https://blog.helpingadvisors.com/2014/01/28/basics-of-investing/&bvm=bv.130731782,d.cGc&psig=AFQjCNGfA_z_GaSt00r0u4c3moB4yhvL6w&ust=1472336554127287
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Common Risks 

Inflation 

Interest rate 
change 

Liquidity 

Currency 

Geography 

Prepayment 

Market 

Bankruptcy 

Regulatory changes 
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Risk/Gain Potential Fund Comparison 
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Diversification and Correlation 

Diversification 

A portfolio of different kinds of 
investments will, on average,  
yield higher returns and pose  
a lower risk than any individual 
investment found within the portfolio 

Source: Investopedia 

WHY? 
Correlation—A statistical measure  

of how two securities move  
in relation to each other  

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRxqFQoTCIrWm8y0msgCFRF8kgod1yUJFA&url=http://sgselect.com/insights/importance-portfolio-diversification/&psig=AFQjCNGfbKi1iBxa4jgb4d0wVbLEW9Hw3A&ust=1443553107737248
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What? Please Explain That! 

• Perfect positive correlation 

• Perfect negative correlation 

• Zero correlation 

• Simple math behind power  
of diversification 

 

Some say diversification is the only free lunch in investing! 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwiSnvWokODOAhUJ5iYKHZlVAswQjRwIBw&url=http://www.cashflowalpha.com/diversifying-your-investment-portfolio/&psig=AFQjCNHcpAC_r5MdoV6PwVu3e87tb98hLQ&ust=1472336804345334
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Correlation in the Real World 
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Time Value of Money 

• The idea that money available now 
is worth more than the same amount  
in the future due to its potential 
earning capacity 

• This core principle of finance  
holds that, provided money  
can earn interest, any amount  
of money is worth more  
the sooner it is received 

 
Source: Investopedia 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjJldy6keDOAhWCPiYKHQvFDcYQjRwIBw&url=http://blog.ourcrowd.com/whos-investing-meet-457-angel-investing-groups-worldwide/&bvm=bv.130731782,bs.1,d.cGc&psig=AFQjCNHVzB5aSQB9vBoXUaFfvq7CvoT-jQ&ust=1472337152136302
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The ‘Magic’ of Compounding 

• Simple interest 

• Compound interest 

• Power of reinvestment 

 

Albert Einstein called compound interest 
“the greatest mathematical discovery of all time” 

Source: Investopedia 

http://www.google.com/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=0ahUKEwjerqyWkuDOAhVGNiYKHRcDB8oQjRwIBw&url=http://www.123rf.com/stock-photo/compound_interest.html&bvm=bv.130731782,d.cGc&psig=AFQjCNG19nfktPXj4FGf7VpfxDR7r9MXuw&ust=1472337321510176
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Investment Products 

• Equity  

• Fixed income 

• Exchange Traded Funds (ETFs) 

• Mutual funds 

• Real estate 

• Other investments—options, 
futures, foreign currency,  
gold, etc. 
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Investment Style 

• Active management / active fund 

• Passive management / index fund 

• Fundamental asset selection 

• Quantitative asset selection 

• Technical asset selection 

Style depends on the degree to which you believe the 
efficient markets hypothesis—current prices always 

incorporate and reflect all relevant information. 

Source: Investopedia 
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Summing it Up 

What is the investment goal? 

What is the source of funds? 

What is the time horizon? 
(When is the money needed?) 

How much can you afford to lose? 
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Benefits Access 

• Participant benefits 
all in one place 

• Projections for participants’ 
financial futures 

• Financial education 

• So much more… 
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• Convenient, one-step investment approach  
for managing your accounts 

• Develops a customized investment mix based on age  
and other information, such as risk tolerance, etc.  

• To attain a target mix, the service allocates account balances 
among six of Wespath’s investment funds 

• Throughout life, the service continues to:  
– Adjust investment mix as participants age  

– Adjust investment mix as participants’  
Personal Investment Profiles change 

– Rebalance investment portfolios, periodically as needed,  
to maintain target investment mix 

LifeStage Investment Management 
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EY Financial Planning Services 

EY financial planners can provide no-cost* 
confidential and objective guidance on: 

• Making investment decisions 

• Saving for future 

• Managing debt 

• Understanding tax issues 

• Evaluating insurance needs and options 

• Buying a home  

• So much more! 

*  Costs for services are included in Wespath’s operating expenses  
 that are paid for by the funds. 




