
 

 

INVESTMENTS, SHARES AND RETURN ON SHARES  06 JUNE 2013 

Lesson Description 

In this lesson we revise: 

 Investments 

 Shares 

 Debentures 

 Unit Trusts 

 Fixed Deposits 

 Calculating interest 

 Examples of exam questions 

Key Concepts 

Investments 

Types of Investments 

 Capital investments: to purchase fixed assets such as equipments or machinery 

 Financial investments: to generate additional wealth we can invest in shares, unit trusts, 
annuities, fixed deposits. 

What is an Investment Portfolio? 

 This means that I have a variety of investments e.g. shares, unit trusts, annuities. 

 It is important to have a diverse portfolio – this means that you do not invest all your capital 
into one investment but buy spread your capital between various investments types. 

 This protects the investor against loss. If one of your investments loses value you still have the 
other investments classes to fall back on.  

Shares 

Why would I want to invest in shares? 

 When I purchase a share I am in fact purchasing a “piece” of a company. In other words I 
“own” a little bit of that company. 

 When you invest in shares you receive dividends in return. When you sell your shares at a 
higher price than you bought them for we say that you had a capital gain. 

 Shares are bought and sold on the JSE (Johannesburg Securities Exchange). 

 Public companies buy and sell their shares on the JSE. Public companies always have the 
word LTD at the end of their names.  

 LTD = Limited. This refers to the term limited liability. If the company does not succeed 
shareholders will only lose the capital that they invested into the shares. They do not stand the 
risk to lose their personal possessions. 

 Shares are high risk investments as you stand the chance to lose all your money. 

 It is best to use a stockbroker when you would like to invest in shares. 

Why do companies sell shares? 

 Companies sell shares to raise more capital for their business. 

 They could also sell shares because they would like to expand their business. 

 Or they need the capital raise by shares to buy assets like machinery. 

  



 

 

The Prospectus 

This is a written document and acts as an invitation to the public to buy shares in a business. The 
prospectus give a clear picture of the business – the history of the business, what the business is all 
about and what it would like to achieve in the future. 

Types of Markets 

 Bull market: when share prices tend to be increasing 

 Bear market: when share prices are decreasing 

 It is wise to buy shares in a bear market and to sell them in a bull market 

Types of Shares 

 Preference shares: these shareholders receive a fixed percentage dividend. 

 Ordinary shares: receives their dividend after preference shareholders. 

 Founders shares: these shareholders receive their dividends last and they are paid to 
promoters. 

 Bonus shares: these are issued in place of dividends in years when the company does not 
declare dividends but invests the money back into the company. 

Debentures 

Why would I want to invest in debentures? 

 When you buy a debenture you are in fact loaning that business money. 

 The company will issue you with a certificate with the interest rate is stated. 

 Whether the company makes a profit or loss, they are obliged to pay you your interest amount 
at the end of the term. 

Why do companies sell debentures? 

 When companies are in need of capital they sell debentures to the public to help them raise 
that capital. 

 You can look at it as a way for the company to get a loan. 

 The company will pay you back your original investment sum with interest at the end of the 
debenture term. 

Unit Trusts 

Why would you want to invest in unit trusts? 

 A unit trust is a collection of various company shares. 

 It would be very hard for an individual to invest in all these various company shares on their 

own but buying unit trusts make it possible for an individual to be benefit from investing in 

these various shares. 

 Unit trusts are not as high a risk as investing in shares as your investment is spread between 

various shares. Should one share in your unit trust lose value the other shares will help you 

not lose excessive amounts of capital. 

 You can purchase unit trusts on the JSE and unit trust prices are published in the newspaper 

every day. This makes it easy for the investor to keep track of their performance. 

 Each unit trust has a fund manager. This manager is responsible for investing the fund money.  

  



 

 

Fixed Deposit 

Why would you want to invest in a fixed deposit? 

 A fixed deposit can be for a period between 6-60 months. This term is fixed; you cannot add or 

withdraw from your investment during this term.  

 The longer you invest your money for the higher the interest will be.  

 Fixed deposits should be used as a long-term investment because the longer you invest the 

better your interest rate will be. 

Questions 

Question 1 

(Adapted from DOE, February/March 2010) 

 

1. Zapiro buys 1000 shares at R5 each. The return he receives from this investment is in the 

form of…….. 

 

 A interest. 

 B dividends. 

 C premiums. 

 D unit trusts. 

 

2. This business enterprise can be listed on the Johannesburg Securities Exchange: 

 

 A Kerushan and Saylin Plumbers CC 

 B Sparks Sports Ltd 

 C Robin and Sons 

 D Nozintombi (Pty) Ltd 

Question 2 

(Adapted from DOE, February/March 2010, Question 3.5.2) 

Assume you are given R200 per month as pocket money and you want to invest most of it in the JSE. 

Suggest TWO ways in which this investment can be done. 

Question 3 

(Adapted from DOE, November 2011) 

Read the scenario below and answer the questions that follow: 

 

INVESTMENT, THE BEST CHOICE EVER 
Zinhle Ngcobo from Bisho won R500 000 in the National Lottery on 1 December 2008.  
 
In January 2009 she bought 30 000 shares at R10 each from Sasol Ltd. In December 2010 
she sold all her shares at R15 each. 
 
The remaining R200 000 was invested at a commercial bank as a fixed deposit for two 
years at 15% simple interest per year, with effect from 1 January 2009. 

 

a.) Analyse Zinhle’s investment in terms of the risk factor. 

b.) Which investment earned a higher return over the two-year period? (Show all workings). 

c.) Recommend any TWO forms of investment to Zinhle besides the two mentioned in the 

scenario.  



 

 

Question 4 

(Adapted from DOE, February/March 2012) 

Study the information on share trading shown below and answer the questions that follow. 

 

CHEMICALS 

Name Close High Low DM YM% DY PE DV 

AECI 8 627 8 699 8 365 142 1,7 2,38 14,95 14 000 

AFROX 1 920 1 920 1 810 97 5,3 1,41 34,59 150 
000 

DELTA 760 760 760 -10 -1,3 0,00 5,41 1 000 

FREE 
WORLD 
 

1 180 1 200 1 160 -11 -0,9 0,59 15,95 13 000 

OMNIA 7 400  7 400  7 358 50 0,7 0,00 11,93 33 000 

[Source: Business Day, Thursday 28 April 2011] 

 

KEYS 

Close: 

 

Market close 

 

High: 

 

Day's high 

 

Low: 

 

Day's low 

 

DM: 

 

Daily move 

 

YM%: 

 

Last 12 months' 

percentage move 

 

DY: 

 

Dividend yield 

 

PE: 

 

Price-earnings ratio 

 

DV: 

 

Day's volume 

 

 

a.) Name the institution that publishes this type of information.  

b.) List FOUR functions of the institution mentioned in QUESTION (a.). 

c.) Briefly explain the share activities of Free World during the day's trading.  

d.) Describe how the information given in the table above can assist you in deciding which shares 

to buy.  

e.) Name THREE ways that could be used to invest in shares as a form of investment.  

f.) In which company would you buy shares? Motivate your answer.  


