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GRADE 12 BUSINESS STUDIES 
INVESTMENTS CONTINUED – LESSON 2 
 
Please complete the following in your notebooks. 

 
5 Investments concepts 

o Debentures 
o Dividends 
o Capital gain 
o Simple interest 
o Compound interest. 

 

 

5.1 Description of investment concepts 

5.1.1 Debentures 
 Issued to raise borrowed capital from the public. 

 The debenture holder agrees to lend money to the company on certain conditions for a certain period. 
(Company owes debenture holder the money – they become the creditors of the company) 

 Debenture holders receive annual interest. 

 
5.1.2 Dividends 
 The return on an investment in shares which is paid regularly by a company to its shareholders. 

 
5.1.3 Capital gain 
 The profit made on sale of property/ fixed asset.  

 
5.1.4 Simple interest 
 The interest is calculated on the original/principal amount. 

 The principal amount remains the same over the entire period of investment. 

 The interest is kept separate unless it is reinvested  

 Earn less interest. 

 
5.1.5 Compound interest 
 Interest is calculated in every period on original/principal amount plus interest. 

 Interest is added to the original/principal amount and interest is earned on interest for each defined period. 

 As interest is added to the investment, the capital increases. 
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6 Difference between compound and simple interest 

COMPOUND INTEREST SIMPLE INTEREST 

Interest earned on original amount invested, 

as well as interest earned in previous 

period(s). 

Interest earned on the original amount and 
not on the interest accrued. 

The principal amount grows with the addition 

of interest to it. 

The principal amount remains the same 
over the entire period of investment. 

Interest is calculated on the higher principal 

amount and again added to it. 

The interest is kept separate unless it is 
reinvested. (capitalised) 

Yields high return on investment. Yields less return on investment. 

Total amount of interest earned on 

investment is high. 

Total amount of interest earned on 

investment is less. 
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7 Examples of how to calculate the simple and compound interest 
(Do not copy example. Just the Formula) 
 
 

Ronnie wants to invest R30 000 in a fixed deposit for two years. She approached two 
banks. Saints Bank offered her 12% simple interest per annum and Caprice Bank 12% 
compounded interest per annum. 

 

 Calculate the interest amount Ronnie will receive after two years if she invests with Saints Bank. 
 

 Calculate the interest amount Ronnie will receive after two years if she invests with Caprice Bank. 
 

 Recommend the best investment option for Ronnie. Motivate your answer. 

 

Calculation of simple interest of the above scenario 
 

FORMULA: Interest = PxRxT  

 

R30 000 x 12% x 2 years = R7200 

 

Calculation of Compound interest of the above scenario 

Option 1 
Year 1: R30 000 x 12%   = R3600  
Year 2: R33 600 x 12%   = R4032 
Total interest   = R7632  

OR 

Option 2  
FORMULA: P x (1 + r)n 
R30 000 x (1+12/100)2  
R30 000 x (1.12)2 =R37 632 
Total interest = R37 632- R30 000 
= R7632 
 

 
 
8 Recommendation on the best investment option based on the calculations 

 
Compound interest is the best option based on the calculations above.  

Motivation 
Compound interest yields a higher interest of R7 632 than the simple interest/ Ronnie earns interest on interest 
accrued. 

 

REFER TO THE NOVEMBER 2016 NSC EXAMINATION PAPER 

Please complete Question 1.2 

    Question 3.2 / 3.3 / 3.4 

    Question 6.4.1  


