
BUSINESS STUDIES GRADE 12 

TERM 2 – INVESTMENTS 

 

Please read your textbook Topic: Investments (Found under term 3 content) 

For 2020 it is being covered under Term 2. 

 

 
Terms and definitions 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Functions of the JSE 
 Gives opportunities to financial institutions such as insurance companies to invest their funds in shares. 

 Serves as an indicator of economic conditions in South Africa. 

 Keeps investors informed on share prices by publishing the share prices daily. 

 Acts as a link between investors and public companies. 

 Shares are valued and assessed by experts. 

 Encourages new investments 

 Raises primary capital. 

 

 

 
Term 

Definition 

 
Investment 

Investing/Saving money in order to yield better returns. 
 
JSE/Johannesburg 
Security Exchange 

Is a formal market, trading in shares, comprising of all the public 
companies that have been listed. 
  

Share 
 

It gives investors the opportunity to obtain a part ownership of a 
company. 

Capital Market / 
securities market 

It is the market for securities/shares where companies and the 
government can raise long-term funds. 

Short term investment An investment for a period shorter than one year. 

Long term investment An investment for a period for longer than one year. 

Fixed rate The rate of return stays the same for the period of time. 

Accumulated Interest earned over the investment period. 
 

Simple interest Calculated on the original/principal amount invested. 

Compound interest Calculated each period on the original/principal amount including 
all interest accumulated during past periods. 

Risk 
 
 
 
 
 
 

Refers to the chance that the invested amount may reduce in 
value/lost in total over a period of time, due to unforeseen 
circumstances. 

 



2. Factors that should be considered when making investment decisions 
o Return of investment (ROI) 
o Risk 
o Investment term/period 
o Inflation rate  
o Taxation  
o Liquidity  

 

 

2.1 Explanation of investment decisions 

Return on investment 

 Refers to income from the investment, namely interest/dividends/increased capital growth on the original 

amount invested. 

 High risk investments yield higher returns. (The higher the risk the higher you earn) 

 Generally, there’s a direct link between risk and return. 

 
Risk 

 Shares have low/medium risk over a longer investment period.  

 Shares with higher risks generally have higher returns. 

 Ordinary shares have the highest risk as the investor may lose the full/part of the investment when the 
company is bankrupt. 

 

Investment period 

 This refers to the duration of the investment  

 The longer the investment period the higher the returns. 

Inflation rate 

 People are affected by a high inflation rate, because their money/purchasing power decreases. 

 The return on investment should be higher than the inflation rate. 

 

Personal budgets 

 Investors can determine the amount of surplus money that can be invested. 

 Investors must budget for unforeseen costs. 

 
Liquidity  

 An amount could be invested in a type of investment that can easily be converted to cash. 
 

 

Taxation 

 Income tax implications must be considered in order to ensure a high net after-tax return 

  



3. Different Types of investments opportunities and risk factors 
 

Fixed Property 
 Buying a house/land is suitable as a long term investment only 

 The location/size of the property may also influence the growth in value over time.  
 

Risk 
 Low risk  

 
 

Stokvels 
 It is an informal savings scheme. 

 Each member takes a turn to draw from the scheme 

 Members usually discuss how the money will be invested and agree on the risks they are willing to take. 
 

Risk 
 Schemers who claim to be running stokvels may actually be running illegal pyramid schemes  

 
 
Managed portfolio  
 An investor instructs a financial institution/bank/financial advisor to manage his/her various 

investments/assets in one portfolio 

Risk 
 Risk is lower over a longer term/period. 

 Investments are made in various sectors/companies, therefore the risk is spread and better managed by the 
portfolio manager. 

 
 
Fixed deposit 
 It is a very conservative method of investment at a fixed rate for a fixed period/at a financial institution/bank. 

 Money cannot be withdrawn/added during the period of the deposit. 
Risk 

 Very low as the investor will receive what was promised. 

 As the interest rate is usually fixed, the return will not be affected by market fluctuations. 
 

 
32-day notice accounts/Call Deposits  
 Money is invested at a fixed rate, although withdrawals may be made provided the bank is given 32 days' 

notice of the withdrawal. 

Risk 
 Low risk, as investment plus interest will be paid out on the maturity date of investment 

 
 
Debentures 

 It is issued to raise borrowed capital from the public. 

Risk 
 Debentures have a low risk as they need to be paid pack. 

 
 
 
 
 



Business Ventures/Venture capital  
 Venture capital is given by an investor/businesses to start up/expand a business in return to have a share in 

the new/expanded business. 

Risk 
 High risk for the investor(s), if research is not properly done. 

 
 
Endowment/Life insurance policies/Retirement Annuities 

 A monthly payment is paid to an insurance company with the expectancy of receiving a pre-determined 
amount on a date in the future. 

Risk 
 Low risk, as the insured amount will be paid out regardless of circumstances 

 
 
Unit trusts  

 It is a collection of investment options/methods made up of shares in different companies 
Risk 

 Investment may be made in high and low risk shares, which spread the risk throughout the fund and lowers 
the risk for all the investors/fund members. 

 
 
Shares 

 Companies sell/issue portions of its ownership to shareholders in the form of shares on the open market to 
obtain capital/funds to operate its core business 

 Shares of listed companies are traded on the JSE.  

Risk 
 Shares have low/medium risk over a long term/investment period. 

 Ordinary shares have the highest risk as the investor may lose the full or part of the investment when the 
company is dissolved/bankrupt/liquidated. 

 
 
RSA Retail Savings Bonds 

 To encourage saving, the SA Government offers SA citizens the opportunity to invest in saving bonds. 
 Two different types of bonds are available, i.e. fixed rate/inflation linked retail savings bonds. 

 Interest is earned half-yearly on 31 March and 30 September and paid out into the bond holder's/investor's 
bank account. 

Risk 
 Risk is very low, as an investment is made in the government who cannot disappear/go bankrupt. 

 

 

4 Forms of investments 

o Government/RSA retail savings bonds  
o Unit trusts 
o Shares 
o Fixed deposit 

 
 
 
 
 
 



4.1 Impact of FOUR forms of investments 
 

4.1.1 Impact of RSA Retail Savings Bonds/Government Retail Bonds 

Positives/ Advantages 

 Guaranteed returns, as interest rate is fixed . 

 Interest is usually higher than on fixed deposits. 

 No charges/costs on this type of investment 
 
 

Negatives/ Disadvantages 

 Retail bonds cannot be ceded to banks as security for obtaining loans. 

 A minimum of R1 000 must be invested 

 Retail bonds are not freely transferable amongst investors. 

 
 
4.1.2 Impact of unit trusts 

 

Positives/ Advantages 
 Managed by a fund manager who buys shares on the stock exchange/JSE. 

 Easy to cash in when an investor needs money. 

 A small amount can be invested per month. 

 
Negatives/ Disadvantages 

 Share price may fluctuate 

 Unit Trusts are not allowed to borrow 

 Not good for people who want to invest for a short period  

 
 
4.1.3 Impact of shares/Ordinary shares 

Positives/ Advantages 

 Can be freely transferred/traded on the JSE. 

 Shareholders' liability to the debt of the company is limited to what was invested/Shareholders have limited 

liability for company debts 

 Shareholders have voting rights  

Negatives/ Disadvantages  

 Shareholders may receive less dividends/no dividends when company profits are low. 

 Companies have no legal obligation to pay dividends to shareholders. 

 
 
4.1.4 Impact of fixed deposits 

 

Positives/ Advantages 
 Interest is earned at a fixed rate regardless of changes in the economic climate. 

 The period of investment can be over a short/medium/long term. 

Negatives/ Disadvantages 

 The investor cannot withdraw their funds before the maturity date. 

 Low returns compared to other investments. 

 
 



4.2 TYPES OF SHARES  
 

4.2.1 Ordinary shares 
 Ordinary shares only receive dividends when profit is made. 

 Normally the higher the net profit, the higher the dividend. 

 

Rights of ordinary shareholders  
Shareholders have a right to: 
 vote at the Annual General Meeting. 

 attend the Annual General Meeting to learn about the company's performance. 

 receive interim and annual reports. 

 
 
4.2.2 Preference shares 
 Some of these types of shares receive dividends regardless of whether a profit is made. 

 A fixed rate of return is paid on this type of shares. 

 Non-cumulative preference shareholders will not receive any outstanding dividends from previous years. 

 Cumulative preference shareholders will receive outstanding dividends from previous years. 

Rights of preference shareholders  
Shareholders have right to: 

 Receive dividends regardless of how much profits are made. 

 Receive a fixed rate of return/dividend. 

 They are paid first/enjoy preferential rights to dividends. 

 
NOTE: you must know the rights of ordinary and preference shares. 
 
 
4.2.3 Founders' shares 

 Issued to the founders and incorporators/promoters of the company 
4.2.4 Bonus shares 

 Payment in the form of shares to shareholders. 

 Issued as compensation for unpaid dividends. 
NOTE: You must be able to identify the above mentioned types of shares from given 
scenarios/statement. 

 

 

4.3 Types of preference shares 

Participating preference shares 
Shareholders:  

 are guaranteed minimum fixed dividends. 

 Receive higher dividends  

 

Non-participating preference shares/Ordinary preference shares 
Shareholders: 

 receive an amount equal to the initial investment plus accrued and unpaid dividends upon liquidation. 

 Will not get extra dividend in case of surplus profits 

 

 

 



Cumulative preference shares 

 Shareholders are compensated for past dividends that were not paid out when profits were too low to 
declare dividends/Receive dividends not previously paid out. 

 

Non-cumulative preference shares 

 Shareholders are not compensated for past dividends  

 

Redeemable preference shares 

 Shares can be redeemed/ bought back at the option of the issuing company, either at a fixed price on a 

specified date/over a certain period of time 

 

Non-redeemable preference shares 

 Shares are only bought back when the company closes down for reasons other than bankruptcy 

 

Convertible preference shares 

 Shares can be converted into a predetermined number of ordinary shares on the date specified when the 

preference shares were issued. 

 

Non-convertible preference shares 

 Shares cannot be converted into ordinary shares. 

NOTE: You must be able to identify the above mentioned types of preference shares from given 

scenarios/statements. 

 

 

4.4 Differences between ordinary and preference shares 
ORDINARY SHARES PREFERENCE SHARES 

 Ordinary shares only receive dividends 
when profit is made. 

 Some of these types of shares receive 
dividends regardless of profit made. 

 Normally the higher the profit, the higher 
the dividend. 

 A fixed rate of return is paid on this type 
of shares 

 Shareholders are the last to be paid, if 
the company is declared 
bankrupt/liquidated. 

 Shareholders have a preferred claim on 
company assets in the event of 
bankruptcy/liquidation. 

 Ordinary shares are standard shares 
with no special rights or restriction. 

 

 These shares enjoy preferential rights to 
dividends/repayment over ordinary 
shares. 

 Dividends vary from year to year 
according to profits made as 
determined by the company. 

 

 

 Dividends are payable according to the 
type of preference share. 

 Non-cumulative preference shareholders 
will not receive any outstanding dividends 
from previous years. 

 Cumulative shareholders will receive 
outstanding dividends from previous 
years.  

 Shareholders have a right to vote at the 
Annual General Meeting. 

 Voting rights are restricted to particular 
circumstances/resolutions. 

 

ACTIVITY: Question 8 (essay) Feb/March 2018 


