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Explain Basic Investment Principles 

 

Introduction To Unit Standard 
In terms of financial planning, it can be said that when a financial planner begins a 
relationship with his/her client, there are 3 main aims the adviser will want to achieve 
for the client: 

 Protect what the client already has 

 Grow what the client has 

 Assist the client to enjoy the fruits of his/her financial plan and be able to pass 
them on 

This learning event will assist you to gain knowledge and skills about the second 
financial planning aim above i.e. to assist the client to grow what he/she has by 
following basic investment planning principles.  

 
  

Purpose of The Unit Standard 
 
The purpose of the module is to provide learners with knowledge and skills as a 
basic introduction to investments. 

 Explain the implications of goals for investments.  

 Identify factors that could affect the choice of investment principles. 

 Analyse the risk associated with different investments.  

 Apply basic principles of investment to propose a financial solution for a 
specific individual. 

The contents of this Learner Guide focus on investment principles. 

 
 
At the end of this Unit Standard, the qualifying learner should be capable of… 
 

 Explaining the implications of goals for investments. 
 Identifying factors that could affect the choice of investment principles. 
 Analysing the risk associated with different investments. 
 Applying basic principles of investment to propose a financial solution for a 

specific individual..  
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Module 1 
 

The Implications Of Goals For Investments 
 

Learning Outcomes:  
At the end of this module you will be able to: 

 Understand how to use a needs analysis to determine the objectives of an 
investment with reference to capital protection, term, growth, income, liquidity, 
tax and inflation 

 Identify factors that may impact on the objectives of an investment and give 
an indication as to how each could change the proposed objectives 

 

1.1  Financial planning and needs analysis for investments 

 
A financial adviser/ intermediary – definition 

Although there is no one definition of a financial adviser / intermediary, a possible 
working definition is offered by the Financial Advisers development Series (FADS) as 
follows: 

“A person who provides a variety of services, principally advisory in nature, to 
consumers with respect to management of financial resources based upon an 
analysis of individual consumer needs and goals.”  
 

1.1.1 Financial Planning – ‘best practice’ 

In the same set of FADS manuals - Manual 1 Part 3 Module 7 M7-35, the six steps 
for financial planning are detailed.  
 
“The following six steps are internationally recognised as financial planning ‘best 
practice' standards. These standards have been developed by the Certified Financial 
Planner Board of Standards, Inc.  
They provide guidelines on how the financial planning process should take place. 
Use of this financial planning process is also advocated by the Financial Planning 
Institute as well as by a number of other financial institutions. 
 
The steps are as follows: 

Step 1 - Establishing and defining the professional relationship  
Step 2 - Gathering information or data 

- Establishing the circumstances, personal goals and financial goals and 
objectives of the client 

Step 3 - Analysing information 
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Step 4 - Preparing and presenting recommendations and solutions  
Step 5 - Implementation 
Step 6 - Review and monitoring” 
 
Figure 1 Showing Financial Planning Process: 
 

 
 
 
The above steps are also endorsed by the General Code of Conduct of the FAIS 
legislation. 
 

1.1.2 Investment planning 

The investment planning process should not be viewed in isolation and forms an 
integral part of the client’s total financial planning. Simply speaking, investment 
planning involves taking a regular premium or lump sum from a client and investing 
in asset classes with the intention of finally giving the client back more than they 
gave you. It is particularly important for the client to plan towards the following 
processes: 
 
 Retirement planning 
 Estate planning 
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 Protection planning 
 

1.1.3 The analysis process 

After gathering all the information from a client, step 3 and 4 of the process comes 
into being whereby the information is analysed from all aspects to see what the 
client’s needs are and to determine priorities in recommending action. 

The analysis includes: 

 identifying the gaps in the client’s financial situation 
 analysis of assets and liabilities 
 budgeting and available cash 
 current insurance coverage 
 the tax situation 

The process specific to insurance 

From the above, before the financial planner can address the investment planning 
needs, he takes particular notice of the various aspects which apply to risk and 
insurance products that include: 

 Debt management currently in place 
 Emergency funds available 
 Health benefits available 
 Capital needs in the event of death, disability or dread disease 
 Personal accident insurance 

 Short-term insurance needs 

1.1.4 Responsibility of investment advice 

It is an extremely responsible position to advise a client on his/her investment needs, 
especially in the area of retirement planning, as most people do not get a second 
chance to ensure that they are well catered for in their retirement years. 

There are two areas here: 

 growing enough monies to ensure that you have adequate provisions of money 
when you retire 

 managing your retirement monies after you have retired 

Thinking short term 
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It is no longer feasible for an advisor simply to evaluate the client’s risk and add 
relevant risk benefits together with a unit trust portfolio. It is becoming increasingly 
important to provide a client with a structured investment plan detailing long-term 
financial objectives. 

For example, the client has worked hard to accumulate a pension nest egg and as 
that money is managed in retirement, bad decisions can lead to significant losses.  

Personal financial planning can help to avoid some of the most common mistakes 
retirees make with their retirement savings. Because you can live 20 or 30 years 
beyond your retirement date, you'll need investments that keep growing.  

Grow what you have 

The following aspects could apply to the client’s investment needs: 

 Educational needs 
 Retirement planning 
 Special needs 
 Investment planning 
 Tax situation 
 
Areas of responsibility 

Some of the important areas of responsibility for an adviser during the investment 
planning process are: 

 Know your client 
 Manage the client’s expectations by discussing preconceived ideas and 

implications 
 Keep proposals and solutions simple  
 Choose products that meet the purpose for the investment and the client’s risk 

profile 
 Decide on an investment management style i.e. active or passive portfolio 

management 
 Regularly review the portfolio performance in line with the plan 

1.1.5  The investment report 

FADS states that: 

“Once all the information required has been gathered from the client and agreement 
has been reached as to the investment approach that will be used, the financial 
advisor will then need to create an investment portfolio. 
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The steps are as follows - 
 The financial advisor will need to determine the total funds available for 

investment, including existing investments which may need to be rearranged. 
 The following areas will be considered for investment purposes:  

o short-term deposits where we use money market instruments,  
o medium and long-term where we use bonds, equities and property,  
o Long term equities and properties  

 
Obviously the areas chosen will depend on the circumstances, objectives and goals 
of the client. 
 
Each of the above categories will be divided further into sub-categories. “For further 
details on all investment products, see Module 3 below. 
 

1.1.6 Critical Factors 

Critical factors in compiling investment plans include: 
 Risk profile 
 Age of client 
 Time available for investing 
 Inflation 
 Interest rates 
 Client goals 
 External market circumstances 
 Client personality 
 Need for liquidity 
 Need for income 
 

1.2  Basic common needs of people in financial and investment planning 
 

1.2.1 Life cycle changes 

Changes in a person’s normal life cycle cause changes in investment planning 
requirements as individual needs change.  
 
The client’s life cycle can be seen as follows: 
 
 Young single 
 Young, married without children (young divorced without children) 
 Young, married with children (young divorced with children) 
 Middle-aged without children (married or divorced) 
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 Middle-aged with children (married or divorced) 
 Older married 
 Older unmarried 
 
In the FADS manual, the needs of different age groups are well depicted. 
 
1.2.1.1  Needs of 20-Somethings 

There are not many people in this age group who are aware that they should start 
planning their finances from this age.  
 
Most people who fall into this age group are battling to make ends meet, with the result 
that they generally put off financial planning until they have more cash flow. 
The concerns cover: 
 Investing in the company pension/provident fund 
  Financing an engagement ring 
 Financing the purchase of a vehicle  
 Financing the purchase of a home  
 Saving for a new baby's education 
 Whether to pay off credit card debt or student loans versus starting to invest 
 What to do with a former company retirement pension/provident fund when 

changing jobs. 

 

1.2.1.2  Needs of 30-Somethings 

At this stage, financial planning becomes more complicated in that people are 
usually managing multiple goals. For example, education funding versus saving for 
retirement; paying off debts versus investing more, etc. 
 
Some of the concerns of this age group are: 
 Information overload with regard to financial products 
 Tax awareness 
 Divorce and being a single parent  
 Investment planning 
 Retirement planning 
 Planning to take care of aging parents 
 Taking care of life cover, disability and dread disease cover. 
 

1.2.1.3 Needs of 40-Somethings 

At this stage panic sets in as many people have not planned sufficiently for 
retirement. Financial planning is about making up for lost time. 
 
Some of the concerns of this age group are: 
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 Paying more attention to investment details such as cost and diversification 
 Rebalancing of portfolio in order to make it work most effectively from a growth 

and tax point of view  
 Putting more money into a retirement plan so as to make up for any shortfalls 
 Questioning whether your career path is really what you want to do for 

the next 20 years  
 More divorces and single-parent concerns 
 Perhaps being faced with decisions around putting a parent into 

a nursing home  
 For those who are entrepreneurially minded, focusing on building 

a business  
 Finding a financial planner they can trust 
 Dealing with the death of parent 
 Expenses of tertiary education for children. 

 

1.2.1.4  Needs of 50-Somethings 

At this stage, there is a focus on retirement and how much longer the person is 
going to have to work for.  

Some of the concerns of this age group are: 
 Planning to make the transition in the future 
 Structuring of cash flow 
 Making sure portfolio is structured in the most effective manner given the 

current circumstances of the client.  
 The portfolio should also be planned in such a way as to take into account the 

future changes that the client will be undergoing 
 Health care becomes more of a focus 
 The possibility of selling a business becomes more of a reality. 
 

1.2.1.5  Needs of 60-Somethings 

Although people today are still very active at this stage, many of the activities they 
are involved in start changing. 

Some of the concerns of this age group are: 
 Deciding how to take retirement benefits and where to invest them  
 Tax planning and retirement benefits 
 Planning for the possibility of low interest rates and the effect this may have on 

income  
 Making sure your will and estate plan are in place 
 Downsizing a residential property 
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 Re-looking at the household and personal budget  
 Methods of minimising tax 
 Health care remains a focus. 

 

1.2.1.6  Needs of 70-Somethings 

By this stage, your financial plan should all be in place.  

Some of the concerns of this age group are: 

 Is their income sufficient? 
 Is there enough of a cushion should healthcare expenses increase? 
 Are there any risks facing a pension? 
 Are my spouse and/or any other dependents sufficiently taken care of in the 

event of my death or incapacity? 

 

1.3  Factors affecting investment planning 
 
External factors that can affect investment planning 
The following external factors can affect client investment goals: 
 
 Political changes e.g. unrest 
 Legislative changes e.g. consumer legislation 
 Social environment e.g. change in the role of women 
 Economic conditions e.g. changes in the job environment 
 Changes in Physical condition e.g. injury  

 
 
Specific factors that can affect investment planning 
Other factors which affect investment goals and planning analysed in detail here are: 
 Inflation 
 Past investment performance 
 Restraints on investing 
 

1.3.1 Inflation 

Introduction to inflation 

We all know things will cost more in the future. 30 years ago a packet of cigarettes 
cost 18 cents whilst today they are R40. Money buys less in the future due to 
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inflation. The word “inflation” is used to indicate a decline in the buying power of 
money as a result of a general increase in the prices of goods and services.  

It comes from the Latin inflation, which literally means full of wind, a condition of 
being blown up or pumped up. Inflation literally means “the blowing up of prices’.  

The average consumer is very aware of inflation. When products are bought in 
shops, “inflation” is usually blamed for prices having risen. While everybody knows 
that inflation is related to rising prices, it is an economic concept that causes great 
confusion and distrust. 
 
The concept of inflation 

Inflation can be defined as: 
”The sustained and considerable increase in the general price level as a result of 
monetary causes and a simultaneous decline in the buying power of money.” 
  
This definition attempts to reflect the key aspects of inflation by emphasizing the 
following: 
 • It describes inflation as a process, but it does not refer to a single, non- recurrent 
phenomenon, but a sustained condition. If prices do not continue to rise, there is no 
inflation. 
  
• The rise in prices must be considerable. Small increases of less than 3% in the 
general price level over a year could be accepted as “normal” and would not be 
regarded as inflation.  
 
• The rise in the general price level must be emphasised. An increase in certain 
isolated prices of products or in the prices of individual articles or services, without a 
rise in the general price level, does not necessarily indicate inflation.  
 
• Although non-monetary (real) factors can contribute to inflation, all factors have an 
effect that becomes evident in monetary terms, causing the rise in the general price 
level. One view that enjoys widespread support is that real factors can have an 
inflationary effect only if their effect is measurable in monetary terms.  

• The reciprocal nature of inflation (increase in the general price level) is the decline 
in the buying power of money. 
 
1.3.1.1 Most important characteristics of inflation 

Some of the most important characteristics of inflation in general are:  
 
• There is a prevailing spirit of optimism, often leading to over-optimism and 
overconfidence. This is further stimulated by mailers such as rising wages, salaries, 



243153 Learner Guide 
 

INSETA copyright 2014 
 

13

 

the cost of living, excessive speculation on the stock exchange, and so forth.  
 
• There is an oversupply of money and money that is easily available, set against a 
relative shortage of goods and services, which leads to a vicious circle in which more 
and more money enters the market, causing higher and ever-rising prices.  
 
• Rising prices lead to demands for higher wages and salaries. When these are 
granted, even more money comes into circulation, causing a rise in the cost structure 
and an increase in the demand for goods and services, which pushes up prices even 
further.  
 
• A dynamic process of continual price increases eventually feeds on itself.  
 
• Inflation has serious monetary implications, because price increases imply a 
corresponding decline in the value of money.  
 
• The part played by expectations has become a typical feature of inflation. People 
expect prices to rise and act as if prices have already gone up, with the result that 
prices do raise.  
 
Types and characteristics 
There are two types of inflation, namely demand pull inflation and cost push inflation. 
The former is related to the demand aspect of the economy, and the latter to the 
supply aspects. 
 
1.3.1.2 Cost-push inflation 

 

This occurs when total production costs increase without a corresponding increase in 
output. This could be due to: 
  

 wages increasing faster than productivity   
 Raw materials price increases e.g. escalating cost of imported goods, 

resulting in an increased price of the final product.  
 decreased productivity resulting in fewer goods being made at the same cost 
 natural disasters  such as floods or drought pushing up the price of fresh 

produce 
 
Let’s see how this form of inflation works by looking at an example: 
 
Example:  XYZ Bakery produces bread.  A loaf of bread costs R1.00 to produce and 
XYZ sells it to its customers for R1.25.  As a result of an increase in the price of flour, 
XYZ has no choice but to put up the price of a loaf of bread to R1,50.  Thus the 
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production costs, in this case the price of raw materials making up the final product, 
have increased without a corresponding increase in output. 
 
1.3.1.3 Demand-pull inflation 

 

This is often described as “too much money chasing too few goods”.  In this case the 
increases in the demand for final goods are said to cause the increases in their 
prices. While an increase in the demand for goods may arise because money is 
more freely available through lower interest rates or through easier bank or HP 
credit, it may also be the result of a reduction in the general level of savings.   

Demand-pull inflation involves a self-perpetuating wage-price spiral.  As demand 
becomes excessive and prices move up, labour demands wage increases. This in 
turn generates additional money and further stimulates spending.  Let us look at this 
form of inflation by the way of an example: 

 
Example:  If you have 5 CD’s to sell at 5 units of exchange (in other words, R5,00) in 
the economy, each CD will cost R1.00. If another unit of exchange, that is R1.00, is 
introduced into the economy and no further CDs are produced, each CD will cost 
R1.20 (R6.00/5).  In other words, the price of CDs has increased by 20 cents per CD 
because of the fact that the number of units of exchange has increased without a 
corresponding increase in the amount of goods available. 
 
1.3.1.4 Measuring inflation 

The Consumer Price Index shows the movement of prices and is published monthly 
in the Government Gazette. These Figures, provided as a month-on-month as well 
as a year-to-year indicator, give an indication of the degree of inflation. Simply put: it 
is the average price of a loaf of bread bought in 1500 different places today 
compared with the same loaf of bread bought in the same places one year ago. This 
is done with 3800 different items - not just bread. 
 
The Consumer Price Indicator is reflected as two different figures. The first of these - 
“Headline Inflation” - is the official inflation rate and is based on an average of the 
prices of goods and services as compiled by Statistics South Africa.  

The other figure - “Core Inflation” - is measured by removing from the index goods 
with volatile prices, such as fresh meat, fish and vegetables; interest rates; VAT and 
municipal rates. This rate is designed to capture the underlying inflation pressures in 
the economy.  
 
Economists generally agree that the “core” rate of inflation is of far greater 
importance as an economic indicator and an indicator of government, and the SA 
Reserve Bank’s monetary policies.  



243153 Learner Guide 
 

INSETA copyright 2014 
 

15

 

 
The inflation target has been set between 5 to 6% per annum. 
 
1.3.1.5 Consequences of inflation 

The effects of inflation on the economy of a country are often not experienced 
directly as are unemployment, droughts and disasters. Yet inflation is a cancer in the 
economy that has very harmful effects in the long run. Some of the most important 
consequences of inflation include:  
 
• Just as units of measure such as the kilogram or kilometer have absolutely stable 
values, so too must the measuring unit in economic matters, namely money, retain 
its value. Inflation deprives the monetary unit of its function as a reliable measure of 
value, with the result that confidence, stability and certainty are undermined over 
time.  
 
• Inflation affects the distribution of income and wealth. People, whose monetary 
income grows more slowly than the increase in the general level of prices, for 
example pensioners and people dependent on a fixed income, are affected 
negatively. Monetary agreements such as pensions, interest rates and rental 
agreements are concluded many years in advance. If no provision is made for 
inflation, the consequences can be harmful to the groups affected.  
 
• A period of inflation usually benefits debtors to the disadvantage of creditors. The 
original debt was incurred when money had a higher real value, but is repaid in 
money with a lower real value.  
 
• A gradual rise in prices normally benefits entrepreneurs. Business people can pass 
price increases on to the consumer, so a drop in the value of money (inflation) is to 
their advantage. If the input costs of producers (wages, interest and the cost of raw 
materials) rise more slowly than the prices of the finished goods, they benefit, to the 
disadvantage of the consumer.  

The decline in the real value of savings is a negative consequence of inflation. 
Because the ‘real” value of the amount saved declines, the person who saves is 
actually worse off at the end of the period over which he or she has saved, 
depending on the rate of interest. 

If a person, for example, saved R1 000 a year ago at an interest rate of 15% per 
annum to buy a lawnmower, he or she would now have R1 150. Should the inflation 
rate, however, have been, say 16% per annum the consumer would have lost money 
in real terms. This is because the price of the lawnmower would have increased at a 
rate greater than the interest earned on the investment did.  
 



243153 Learner Guide 
 

INSETA copyright 2014 
 

16

 

• High prices and a high rate of inflation benefit the South African Revenue Services, 
because taxpayer’s salaries are adjusted from time to time, placing them in a higher 
tax bracket where they have to pay higher taxes, if the tax scales are not adjusted 
accordingly. 
(This is commonly known as ‘bracket creep”) 
 
• From a purely economic point of view, large and continual price increases are 
eventually harmful because they undermine confidence and create an unfavourable 
psychological climate for economic activities. Stability, also in respect of the value of 
money, is a prerequisite for economic expansion.  
 
• People who invest in negotiable instruments and securities, and shares often 
benefit from inflation because the value of their paper investment rises more rapidly 
than the rate of inflation. Generally speaking, stock exchange prices and growth 
funds manage to keep pace with inflation.  
 
• There is a strong possibility that a country with a high rate of inflation will 
experience balance of payment problems. II the inflation rate of a country is higher 
than that of its trading partners, the country will have to acquire more of its trading 
partners’ monetary units to import a given quantity of goods, the imports then cost 
more and prices rise further.  
 
• The previous point also impacts on any country that has a higher rate of inflation 
than the United States of America. This is because many strategic goods (such as 
crude oil) are traded on international markets in a common currency - the American 
Dollar. 
  
• A high rate of inflation is harmful to the workings of a system of free enterprise in 
the long run. Prices become distorted and no longer serve as correct indicators of 
the scarcity value of goods and services. The important function to be served by 
prices in the economic system (namely to act as a messenger between the 
demanders and suppliers, is distorted. 
 
1.3.1.6 Measures to control inflation 

The most widely discussed problem in South Africa over the last few decades has 
probably been the struggle against inflation.  

In spite of the best efforts of politicians and economists it seems as if the struggle 
against inflation will never be completely won and even with the apparent success of 
the battle at the end of the 1990s, there is always a concern that we may again see 
far higher rates of inflation if the controls are not kept tight.  

A possible explanation for this somewhat sombre prospect is perhaps to be found in 
two factors; economists differ with one another as to what measures would be most 
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effective and the fact that most of the potential measures to control inflation are thus 
drastic and would thus be politically unpopular.  
 
Fiscal measures 

The word fiscal comes from the Latin fiscus meaning public revenues or state 
treasury. 

Fiscal measures are steps taken by the Minister of Finance (through policies for 
taxation and expenditure) to control inflation.  
 
• If there is excess demand in the economy that stimulates inflation, the fiscal 
authorities can attempt to lessen the demand by increasing direct taxation.  
 
• Indirect taxation, such as Value Added Tax (VAT), customs and excise duties, can 
be increased,  
 
• A loan levy can be introduced or increased.  
 
• The state can attempt to cut back its expenditure by postponing, reducing or 
cancelling government projects such as the building of roads and irrigation dams and 
the construction of public buildings.  
 
• The financing of the budget deficit (where government expenditure exceeds 
government income) must be undertaken on a non-inflationary basis, such as by 
means of loans from the non-banking sector. (If the state borrowed money from 
the banking sector to finance its deficit, this would contribute to inflation.)  

• A surcharge on imported goods can also be considered as a measure to control 
inflation. The prices of imported goods (especially of luxury consumer articles) are 
raised by the surcharge, so that fewer goods are bought.  
 
• An alternative fiscal approach to curbing inflation was introduced in the United 
States in 1981 when Ronald Reagan became president. This was known as “supply 
side economy”. The idea underlying this approach was to curb inflation from the 
supply side, especially by periodic reductions in taxation. The argument was that, 
instead of curbing inflation by placing restrictions on demand, it should be done by 
stimulating the supply. Examples include:  
o reduction of taxation on personal income to encourage people to work harder;  
o reduction of taxation on companies to encourage investment and capital formation;  
o reduction of taxation on interest and dividends to encourage greater savings;  
o reduction of government spending.  
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Monetary measures 

The monetary authorities (especially the South African Reserve Bank) can apply 
certain measures to curb inflation.  
 
• A fine balance must be maintained between goods and services (real sector) and 
the monetary sector (money supply and credit). Too little money in relation to goods 
is just as harmful as too much money in relation to goods. It is the responsibility of 
the monetary authorities to adjust the quantity of money to the needs of the 
economy. Various monetary measures can be applied to this purpose, for example 
an open market policy. 
  
• Inflation caused by excess demand can be curbed if the monetary authorities 
reduce the money supply.  
 
• Because the bank rate of the central bank affects the rates of interest in the 
economy, the monetary authorities can raise the bank rate to control inflation. High 
rates of interest also encourage savings.  
 
• The monetary authorities can restrict the granting of credit by banks in order to 
reduce excessive credit, which is a cause of inflation. 
  
• The monetary authorities can apply moral pressure on financial institutions to be 
more careful in granting credit.  
 
• The relaxation of exchange control is also often mentioned as a measure to combat 
inflation. 
 
Other measures 

It is now generally accepted that fiscal and monetary measures alone cannot combat 
inflation.  

For this reason, more attention is being directed to an effective combination of 
measures.  

The “mixture” of measures against inflation depends on the requirements of a given 
situation (the kind of inflation, specific causes).  

In addition, there are a number of other measures which can be applied in 
combination with fiscal and monetary measures.  
 
• The increase of productivity can be a positive long term measure to reduce inflation 
and an important means of counteracting price increases. Some of the matters to 
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receive attention in this respect are education and training, better utilisation of 
labour, capital and resources, as well as effective management.  
 
• Price control is regarded as a direct method of combating inflation because the 
prices of certain goods are fixed and will only be allowed to rise on certain 
conditions.  
 
• A wage policy is often propagated to break the inflationary spiral of increased 
wages - prices - wages - prices. According to the advocates of this measure, wages 
can be raised only if such a raise is accompanied by increased productivity.  
 
• Stricter conditions for consumer credit can restrict excessive demand. For example, 
in installment purchase agreements the deposit can be increased while the period of 
repayment is at the same time reduced.  
 
• The encouragement of personal savings is still regarded as a sound means of 
combating demand inflation. The imbalance between demand and supply caused by 
inflation is corrected, because greater savings means that the supply (through 
investment) can expand while the demand declines (less spending).  
 
• Import control can be relaxed so that more goods from overseas can prevent an 
increase in the prices of domestic goods in short supply.  
 
• A floating exchange rate for a country’s monetary unit implies that prices are 
automatically adjusted to international conditions. Import inflation can be combated 
in this way.  

• A national anti-inflation campaign against inflation can be instituted by the 
government. Amongst the short term measures to be implemented can be 
restrictions on wage demands, voluntary absorption of a portion of cost increases, 
and a voluntary restriction of profit margins on capital employed. Long term 
measures would include the raising of productivity, better utilisation of labour, 
training and re-training, and combating monopolistic exploitation.  
 
Where the fight against inflation takes a turn for the worst the demand for indexation 
will increase. The philosophy behind indexation is that, if inflation cannot be beaten, 
the harmful effects of inflation should at least be alleviated. Indexation is an 
acknowledgement that the fight against inflation has been lost, and that people must 
learn to live with inflation. Indexation (also known as monetary correction) refers to 
an automatic adjustment of prices to the inflation rate. Salaries, wages, pensions, 
interest, taxation and many other “prices” can be indexed in this way.  
 
While the “formal” retirement savings tools such as pension or provident plans 
should form the bedrock of the retirement planning exercise, there are many other 
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forms of investment that may play a part in the broader scheme.  
 
It is vital that the clients (and the client’s spouse) are fully involved in the 
deliberations as they need to be fully aware of the critical aspects, the assumptions 
and the options. Also, where the client is not committed to the retirement plan with its 
ultimate goals, there is a large chance that the plan will not be held to ultimate 
fruition, but will be terminated early.  

 

1.4   Measurement of performance of investment teams 
 

1.4.1 Performance measurement 

 

There are basically three reasons or uses for performance measurement when 
considering, the past performance of an insurer’s asset portfolios. These are: 

 For comparing performance against an index 

 To compare a manager’s performance with that of others 

 Comparing the progress of investments against the financial assumptions 
and/or targets set by the board of directors 

 

 Performance measurement against an index 

A common index that is used is the ALSI. The ALSI is the fundamental indicator on 
the JSE and reflects a moving index of the prices of the various shares on the JSE.  

Actuaries have selected shares within each sector of the exchange that represent 
that particular sector and fall within the top 40 companies listed on the exchange.  

On a daily basis, the prices of these shares are monitored and the index compared 
with the previous trading day. It is then possible to keep track of any upward or 
downward movement within the sector.  
 
The Index, which started from a base of 5 000 on the 19th of June 1995, is also a 
good indicator of the sectors’ performance against CPI (considered to be the 
common indicator of inflation).  
 
 
 Comparing one manager’s performance with that of others 

It is only natural that the insurer’s board of directors would like to ensure that the 
performance of the investment management team is at least on a par with its 
competitors. 
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 Whether the investment manager is an employee who has been employed for this 
function or a professional investment management company, the board has the right 
to “fire” and transfer the investments to a management team with a better 
performance record at any time. 
 

 Comparing the progress of investments against the financial  
Assumptions and/or targets set by the board of directors 

As a result of the requirement for greater transparency in operations, it is likely that a 
demand for socially responsible investments will rise. Investments in low-income 
housing, sports-complexes and primary health care clinics are, however, unlikely to 
provide the levels of returns that investments in more conventional avenues will 
bring.  

 

1.4.2 Viability of fund 

Should the majority decision of the members of the board be that these investments 
should nevertheless be undertaken, the board has a responsibility to ensure that the 
overall fund still remains viable.  

It is likely that a risk manager (economist) will make projections of the expected 
performance of the investment portfolios, bearing in mind the potentially lower 
returns that can be expected. 
 

1.4.3 Drawbacks to performance measurement 

It must be accepted that there can be some drawbacks to performance 
measurements. 

One is the emphasis it tends to place on short term results. Due to the long term 
nature of a life insurer’s liabilities, an investment manager may often find him or 
herself in conflict between the long term interests of the insurer and the need to 
produce short term results.  

 Short term v long term results 
The ideal period for the measurement of performance is at least five years. However, 
results are sometimes produced for periods as short as three months or even less. 
 
 
 Investment Constraints 

When a manager is operating under constraints preventing investment in certain 
types of assets, and these constraints are not applicable to other managers, it is 
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better to compare the portfolios performance with a benchmark that is subject to the 
same constraints. If there are no constraints, or all managers are subject to the same 
constraints, these portfolios can be compared, provided they have similar liability and 
tax profiles. 
 
 Expenses 

Furthermore, an appropriate allowance should be made for expenses in all 
performance measurement comparisons. Where comparison is being made with an 
index or benchmark, then these should be debited with appropriate dealing 
expenses to allow for comparisons to be made with the actual portfolio. 
 
 Risk 

Different investment portfolios are also subject to different levels of risk and the 
results obtained from the performance measurement process have to be 
standardised in order to compare various investment managers’ performances. 
 

1.4.4 Valuing the total investment holdings 

Any evaluation of an investment portfolio must compare its liquidity, marketability 
and effectiveness against the erosions of inflation and the ability to provide an 
income provided by each of the investments element.  

In order to get the whole picture, the investment manager must also consider the 
forecasts given for the various investment sectors in the light of the overall business 
and the economic forecasts which will be regularly monitored and updated by the in-
house economist.  
 
During any particular year, a large number of investment transactions (selling as well 
as buying) are likely to be entered into by an insurer of even just moderate size. It is 
necessary therefore to obtain the prices or market values of the investments 
comprising the portfolios and in particular to make allowance for new investments 
made during the year.  

Thus, if the total value of the portfolios at the end of the year were compared with the 
value of the insurer’s investment holdings at the beginning of the year, a distorted 
picture would be obtained as this would assume that new premiums received and 
invested form part of the return obtained, and this is not the case. 

It would also not be equitable to exclude these new investments from the calculation 
as they have formed part of the investment portfolios for part of the year. It is thus 
necessary to calculate these investments and the growth thereof.  
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1.4.5 Restraints on investing for insurers 

There may exist a number of informal or qualitative internal restraints within the 
insurer that the investment team will need to take into account. 

For example:  

 It may be the policy of the board of directors not to invest in certain types of 
shares, or not to invest in assets not quoted on the JSE.  

 It is also unlikely that investment managers will be allowed to invest in low 
quality, risky assets.  

 The requirement that full transparency of all business dealings be made 
available to an interested public - particularly the insurer’s shareholders and 
policyholders - will no doubt also impact on the investment strategy of the 
insurer.  

It may well be that investments in socially responsible programs (such as the South 
African government’s Reconstruction and Development Programme (RDP) form an 
integral part of the insurer’s investment strategy. This was superseded by GEAR, 
while people now also tend to talk more of socially acceptable investment Initiatives. 
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Module 2 
 

Factors that could affect the choice of investment principles 
 

Learning Outcomes:  
By the end of this module you will be able to: 

 Name the basic investment principles with examples 
 Explain the way in which tax, liquidity, market volatility, investment costs, term 

of investment, inflation, long term market cycle, currency and the performance 
of interest bearing equities influence investment principles with examples  

 Identify legislation that affects the choice of investment principles for a specific 
sub sector  

 Understand the importance of diversification across asset classes and 
products 
 

2.1 Investment Glossary 
 

Term Meaning 
Equity This refers to ownership of an asset (company). You go and buy 

equity (share in a company) and in exchange for cash you buy a 
part ownership in that equity (company). This is like buying MTN 
shares (a listed company) where you own a part of MTN in 
proportion to the number of shares you bought in MTN. For 
example, if MTN is made up of 100 shares and you own 10, you 
are a 10% shareholder of MTN. You own 10 shares out of the 100 
that MTN is "worth".  An investor can anticipate that he will get two 
different returns from "buying" equities: one is dividends and the 
other capital growth.  

Dividends This refers to how the equity "company" pays out profits earned to 
shareholders (you - if you own shares). This is after paying all 
expenses and taxes. Dividends are one of the possible returns 
you get from investing in equities. 

Capital 
growth 
(Equity) 

This refers to where I use my money "Capital" and I buy the shares 
(100) for say R10 each. I now own 100 shares that cost me R1 000 
and don’t have the money any more. I then sell the 100 shares 
later for R20 and I get R2 000. This means my money R1 000 
changed into shares and doubled (R2 000) when it turned back 
into money again. This is known as capital growth. The concept is 
to buy low R10 and sell high R20. Capital growth is one of the 
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possible returns you get from investing in equities. 

Cash or 
money market 
instruments 

This is where you take your money and invest it by "buying" other 
money instruments. This can be confusing, but what is happening 
is you are buying other types of money investments that give you a 
return known as interest. You are not required to know what these 
are; just that your money goes to the bank or investment company 
and they give you interest, say 6%. They then use your money to 
lend to others at, say 10%, so their profit is 4% whilst you get 6%. 
Interest is the return you get from investing in cash or money 
market instruments. 

Interest This is the return you get from investing in money market 
instruments. The bank gives you 5% return for depositing your 
cash with them and they in turn lend your money to others at 15%. 
The difference is their profit. Interest is the return you get from 
investing in cash or money market instruments. 
 

Property This is ownership of property and it is an asset similar to equities. 
You have a thing you can touch and sell and in essence that is the 
value. An investor can anticipate that he will get two different 
returns from "buying" property: one is rental and the other capital 
growth.   

Rental This is the return you get from investing in property. A property is 
sold to you and you exchanged your money for the property and 
placed tenants in the property who pay a monthly rental. Rental is 
one of the possible returns you get from investing in property. 

Capital 
growth 
(Property) 

This is where I use my money "Capital" and I buy a property or 
units in a property unit trust for say R1 million. I now own a 
property of R1 million or R1 million worth of units in a property unit 
trust. I then sell the property or units for R2 million. This means my 
money changed into a property or units and back into money. As it 
turned out my R1 million purchased could be sold for R2 million. 
This is known as capital growth. The concept is to buy low (R1 
million) and sell high (R2 million). Capital growth is one of the 
possible returns you get from investing in property. 

Bonds Bonds are (IOU) "I owe you" where the government owes investors 
for money they borrowed. Government want to raise funds to fix 
roads so they issue bonds where the public (Investors) can buy 
bonds from the government. Here the investors’ capital is 
guaranteed back at the end of the term (5 - 30 years) and during 
the term they will pay the investor a fixed interest on a regular 
basis (every 6 or 12 months) for the term (5 - 30 years). For 
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example, a 10 year bond is bought for R1 million that pays R10 
000 every 6 months for the 10 year term. After 10 years the R1 
million is paid to the investor. Remember the investor gets his initial 
investment back and also received R10 000 every 6 months so he 
got back an extra R200 000 (R10 000 x 2 x 10 years). In total the 
investor paid R1 million and received back R1 200 000 over the ten 
years Fixed interest is the return you get from investing in 
Government bonds. 

Asset classes These are the traditional investment choices available to investors 
that comprise of Equity, Cash, Property and Bonds.  

Asset 
allocation 

This is the allocation between the four different asset classes. 25% 
equity, 25% cash, 25% property and 25% bonds equaling 100% of 
the investment.  

Diversification This is how you spread the investment within any of the four asset 
classes. Asset allocation 25% in equity and that equity fund 
comprises of 50% MTN and 50% Sasol. This means 100% of the 
equity amount chosen is in two equities making up 25% of the 
whole investment. 

Index This is simply an average. For example, ALSI is the All Share 
Index and it is the average of the movements of all the shares on 
the JSE. Consumer Price Index is the average of 3800 different 
items purchased from 1500 different places at today's prices 
compared with the same items purchased from the same 1500 
places one year ago. The index is expressed as a percentage 
(example: things are 5% more expensive). 
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2.2 Basic Investment Principles 
 

2.2.1 Introduction 

In an article entitled “Ten Investment Principles”, Iona Minton provides a good 
summary of basic investment principles and lists the following: 

 “Know your retirement needs 
Retirement is expensive. Experts estimate that you'll need about 70 percent of 
your pre-retirement income — lower-income earners 90 percent or more — to 
maintain your standard of living when you stop working. Understand your 
financial future. 

  
 Find out about your pension fund 

if your employer offers a plan, check to see what your benefit is worth. Before 
you change jobs, find out what will happen to your pension. Learn what benefits 
you may have from previous employment. Find out if you will be entitled to 
benefits from your spouse's plan.  

 
  Contribute to a tax-sheltered savings plan 

if your employer offers a tax-sheltered savings plan such as a retirement 
annuity, contribute all you can. Over time, deferral of taxes and compounding of 
interest make a big difference in the amount of money you will accumulate.  

 
  Don't touch your savings 

Don't dip into your retirement savings. You'll lose principal and interest, and you 
may lose tax benefits. If you change jobs, roll over your savings directly into a 
preservation plan or your new employer's retirement plan.  

 
 Consider basic investment principles 

How you save can be as important as how much you save. Inflation and the 
type of investments you make play important roles in determining how much 
you'll have saved at retirement. Know how your pension or savings plan is 
invested. Financial security and knowledge go a long way.  

 
  Ask questions 

These tips should point you in the right direction, but you'll need more 
information. Talk to your employer, your bank, your human resources manager 
or a financial advisor. Ask questions and make sure the answers make sense to 
you. Get practical advice and act now. 
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  Don’t stop 
Invest regularly, regardless of the present outlook for the economy or stock 
market. Many astute individuals have become wealthy from buying up bargain 
stocks when nervous investors held back.  

 
 Reinvest earnings 

Reinvest all earnings, letting the power of compounding work for you. Taking 
out dividends from your portfolio just limits its growth.  

 
 Educate yourself 

Discover growing companies so that your wealth can grow as their sales and 
earnings grow over the years. Blue chips are the safe option, but ultra-safe can 
mean conservative returns. Educate yourself and learn how to analyse the 
financials of a company. Also read up on the entrepreneurs of the future in the 
financial press.  

 
 Diversify 

Diversify your holdings, and don't put all your eggs in one basket, regardless of 
how carefully you watch that basket. “ 

She adds that: 

“The important thing to remember is that investing is a process. You establish a 
process of buying products that suit your goals and allocate them according to your 
risk tolerance levels and a reasonable expectation of long-term rate of return. If you 
stick to the process and occasionally rebalance your portfolio as needed, you can 
pretty much ignore the media hype and the short-term flip-flops of the markets.” 
 

2.3 Factors affecting investment principles 

The following factors can affect basic investment principles positively or negatively: 

 Risk – which is affected by: 
o Age 
o Time 
o Inflation 
o Interest rates 
o Goals 
o Circumstances 
o Client’s personality 

 Return – which is affected by: 
o Asset type 
o Investment time frame 
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o Inflation 
 Diversification and asset allocation 
 Liquidity 
 Taxation 
 Investment experience and knowledge 

 

2.4 Asset classes and taxation 
Asset 

class 

Risk Return Taxation Exemptions/Abatement 

Equity 

(1) 

High Dividends  Add to income 
fully deductible 

 Tax free in 
hands of 
investor 

 100% exempt as already 
taxed  

 28% company tax and  
 15% dividends withholding 

tax.  
 Effectively taxed at 38.8% 

Equity 

(2) 

High Capital 

Growth 

 Capital gains 
tax  

 Deduct 
abatement  

 Add inclusion to 
income  

 Calculate 
income tax due 

Abatement (Person only) 
 Natural person 30 000 p.a. 
 Natural person 300 000 

death 
Inclusion 
 Natural Person 33.3% 
 Company 66.6% 
 Trust 66.6% 

Cash Low Interest  Add to income 
 Interest 

exemptions 

Interest exemptions (Person) 
 under 65 first 23 800 tax free 
 over 65 first 34 500 tax free 

Property 

(1) 

Medium Rental  Add to income Expenses incurred 

 Deduct expenses incurred in 
rental of property, (not 
expense of a capital nature) 

Property 

(2) 

Medium Capital 

Growth 

 Capital gains 
tax  

 Deduct 
abatement  

 Add inclusion to 
income  

 Calculate 
income tax due 

Abatement (Person only) 
 Natural person 30 000 p.a. 
 Natural person 300 000 

death 
Inclusion 
 Natural Person 33.3% 
 Company 66.6% 
 Trust 66.6% 

Bonds Low Interest  Add to income 
 Interest 

exemptions 

 Interest exemptions (Person) 
 under 65 first 23 800 tax free 
 over 65 first 34 500 tax free 
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2.5 Some investment defences 
 

Investing defences 

Some essential knowledge for investing includes the following: 

 

2.5.1 Rand Cost Averaging 

A fundamental defence for an investor who contributes over a reasonable period of 
time into a portfolio that fluctuates widely in value is the principle of Rand Cost 
Averaging (which only applies to unitised investment funds).  

2.5.2 Principles of RCA 

 In essence, rand cost averaging is based on the fact that units or shares can be 
bought over time at varying prices using a fixed contribution.  

 What is important is the average price at which the units or shares are bought. 
This means that the investors benefit during downturns in the cycle because 
they can buy “cheap” units, thereby reducing the average cost per unit.  

 The fact that a level contribution is maintained means that the weighting is even 
more favourable.  

An example follows:   

An example of the principle of Rand Cost Averaging: 
 

Month  
Unit  
Price  

Investment  
units 
Bought  

Accumulated 
No.  
of units held  

Accumulated 
value  
of Investments  

1  R1,00  R100  100  100  R100,00  

2  R0,90  R100  111 211  R189,90  

3  R0,80  R100  125  336  R268,00 

4  R1.00  R100 100  436  R436,00  

5  R1,10  R100 91  527  R579,70  
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2.5.3 Basic rules to follow in a unitised portfolio 

In order for an investor to have a good, stable investment in a unitised portfolio, with 
a better than average chance of success, there are a number of basic rules that 
should be remembered: 

• Do not invest money that may be needed in the near future. In order to make any 
profit, an investor must wait until the value of the units has grown to at least cover 
the costs of commissions and Marketable Securities Tax represented by the 
difference between the buy and sell prices.  

• There is another reason why one should not invest money that may be needed in 
the near future. An investor must be able to wait for the fluctuations experienced by 
the stock exchange to work to his or her advantage. Should the investor need to sell 
at a time that the value of shares is low, s/he stands a good chance of losing part of 
his/her investments. Should s/he, however, be in a position to wait, s/he will be able 
to take advantage of an upswing and make a profit on the investment.  

• Make use of the advantages of Rand cost averaging. Should one wish to invest a 
lump sum, it is advisable to wait for the market to drop. There will always be 
investors who will “panic-sell” at this stage and force the value of shares even lower.  

• A management company will not run out of units to sell and must always buy back 
units offered by an investor. An investment in a unitised portfolio will thus always 
remain liquid and, while one should normally try to avoid this, one will always be in 
position to realise one’s investment if the need should arise. 

 

2.6 Some investment terminology 

Glossary 

The section below gives some examples of terminology used in the investing world. 
 
Actuaries Index 

The JSE Actuaries Index is the fundamental indicator that reflects a moving index of 
the prices of the various shares on the JSE. Actuaries have selected certain shares 
within each sector of the exchange to represent that particular sector. On a daily 
basis the prices of these shares are monitored and the index compared with the 
previous trading day. It is then possible to keep track of any upward or downward 
movement within the sector. The Index, which started from a base of 100 in 1960, is 
also a good indicator of the sectors performance against the Consumer Price Index 
(CPI).  

In order to provide an indication of the state of the overall world economy the media 
tends to quote the “all-share” indices from other major exchanges such as: 
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Exchange           Indicators  

Frankfurt           DAX 
Hong Kong               Hang Seng 
Milan                       Mibtel  
New York                Dow Jones 
Paris                       CAC 40 
Singapore           Straits Times 
Tokyo                      Nikkei  
Zurich                 Swiss  

Arbitrage 

The more-or-less simultaneous buying of a commodity in one market with the object 
of selling it in another in order to profit from temporary differences in prices. The term 
is also loosely used to cover any share transaction between a South African and 
overseas broker. 

Averaging 

Buying more of a share already held when the price has fallen in order to reduce the 
average price of the overall holding. 

Backdoor listing 

This refers to the injection into a listed company of assets of such magnitude as to 
change completely the character of the company. This procedure, which is done in 
order to avoid the formalities of obtaining a listing for such assets in the normal 
manner, is forbidden by the committee of the JSE. 

Bank Rate 

The advertised minimum rate at which the Reserve Bank is prepared to discount bills 
of a currency for a period of less than 120 days. 

Bid 

An offer to buy a share at a certain stated price. 

Bear 

A bear will sell shares that he does not possess in anticipation of a fall in the price. 
He will then purchase the shares at the lower price in time to deliver them, thus 
making a profit. Legislation requires that shares must be paid for within seven days 
of purchase. When shares are sold they must also be delivered within the same 
period. The scope within which a “bear’ can operate on the JSE is thus fairly limited. 
Certain foreign exchanges allow for as long as 90 days for the settlement of a 
transaction. 

Blue chip 
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These are ordinary shares of strong companies that have, traditionally, shown a 
good profit record and are still seen as good prospects for the future. 

Book value 

The value that an investment is given in the accounts records of the holder. This 
could either be higher or lower than the real market value, depending on how the 
holder of the investment approaches the valuation. 

Bull 

Where the “bear” on the exchange could be seen as a “pessimist”, the “bull” is the 
‘optimist”. A bull will buy shares in the expectation of a rise in the price on the 
market. He will then sell them at a profit before he is required to pay for his original 
purchase. Legislation requires that shares must be paid for within seven days of 
purchase. When shares are sold they must also be delivered within the same period. 
The scope within which a “bull’ can operate on the JSE is thus fairly limited. Certain 
foreign exchanges allow for as long as 90 days for the settlement of a transaction. 

Coupon Yield 

The rate at which capital guaranteed stocks pay interest. 

Discount 

The amount by which a newly listed security is quoted below the offer price. A share 
can also be said to stand at a discount to net asset value when the market price is 
lower than the value per share as determined off the balance sheet. 

Dividends 

In purchasing the shares of a company an investor becomes a part owner of the 
enterprise. Should the company thus make a profit (after taxation and costs) this 
profit may (at the discretion of the directorate of the company) be distributed to the 
shareholders. This is done through the declaration of a dividend. Dividends are not 
only declared at the end of a financial year. Some of the more common dividends 
declared are:  

 a maiden dividend: the first dividend declared by the company;  

 interim dividends: a dividend declared during the financial year of the company;  

 A final dividend: the last dividend declared in respect of the current financial 
year of the company. 

Equity 

This is simply another name for the shareholding of an individual within the company 
that is, the holding of ordinary shares. 

Listings 

Before the shares of any enterprise can be dealt with on the JSE a listing must be 
granted by the Stock Exchange Committee. The listing is only granted after the 
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committee has been satisfied that the company requesting the listing conforms to 
stringent criteria with regards stability and solvency.  

The company is, in fact required to publish the lull particulars of its financial position, 
its activities and its past record. Whilst these conditions cannot and will not provide 
full protection to an investor against any loss on the exchange they do provide some 
protection against any fraudulent activities that may occur. 

It is sometimes possible that a company’s request for a listing is turned down, not as 
a result of any malpractice but simply as a result of a decision by the committee that 
the counter may present an unacceptably high risk to an investor. A company in this 
position may then still apply for a listing on the exchange. Should this, however be 
granted the committee’s decision will be clearly apparent as the company would be 
listed on the development capital market and not on the main board. 

Market price 

The ruling price of a share on the trading floor of the exchange. 

Ordinary shares 

Holders of ordinary shares are, in effect, the owners of the business. The investor 
who holds the largest number of shares (particularly if this should be more than 50% 
of the total number issued) is the de facto controller of the company. The 
shareholders share in the profits of the company and receive their share by means of 
the dividends declared. The bulk of the trading on the JSE is in ordinary shares. 

Portfolio 

All the securities held by an individual investor. 

Secondary market 

This refers to the trade in shares where the shares are not being offered for sale by 
the company concerned itself in order to raise capital but are put on offer by a third 
party holder as onward trade. 

Securities 

The term is a broad-based reference to a range of “paper” investments including 
bonds, debentures and shares. 

 

2.7 Legislation that affects the choice of investment principles 
 

There are a number of pieces of legislation that may impact on your choice of 
investment vehicles. Legislation may be generic (across the industry) or specific 
(relating to a part of the industry). 

Examples of generic legislation are the: 
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 Financial Advisory and Intermediary Services Act 2002 (FAIS) (Act 37 of 
2002) (FAIS) – regulates industry practice in terms of advice and protects the 
consumers 

 The Financial Intelligence Centre Act 38 of 2001(FICA) – controls money 
laundering 

 Income Tax Act 58 of 1962 – regulates tax 

Examples of specific legislation are the: 

 Long Term Insurance Act 52 of 1998 – regulates the Long term industry 

 Collective Investment Schemes Control Act 45 of 2002 – regulates Collective 
investment schemes 

 

2.8 Diversification across asset classes 
 
Diversification means you never put all your eggs in one basket. Since different 
asset classes rarely move in tandem, when one asset category is down, another 
may be up. If you have a mixed bag of investments the overall return on your 
portfolio should remain positive if a particular sector takes a turn for the worse.  
Ways of diversifying will be explored further in Module 4. 
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Module 3 
 
Analyse the risks, advantages and disadvantages associated with 

different investments 
 

By the end of this module you will be able to: 

 Explain the risk associated with choice of investment institution with examples 
 Explain the risk associated with choice of the product in which an investor 

invests with examples.  
 Explain the risk levels associated with the main classes of assets with 

reference to the risk profile of a selected investor.  
 

3.1 Investment and risk 

Every investment carries an element of risk.  

In some cases, it could be uncertainty about the growth, in others, uncertainty about 
the safety of the original amount of money invested. 

 Even so-called guaranteed investments, such as fixed deposits in the bank, can be 
said to have a risk element, not only because the bank could encounter financial 
difficulties (as happened to a number of smaller banks in South Africa during 2001 
and 2002), but because if the interest earned is not high enough, the value of the 
investment will be eroded over time by inflation.  

In general, there is a relationship between the risk involved and the potential for 
growth that any investment promises. High-risk investments would be expected to 
have a high potential yield, while low yields are normally associated with low-risk 
investments.  
 

This can be mapped onto a diagram as shown below: 
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Diagram to show the Risk/Return Profile of Common Investments: 

 
Low risk         High risk 
Low return         High return  
 
 
Bank deposits  
             Undeveloped land  
                       With-profit insurance policies  
                                   Participation mortgage bonds  
                                            Property  
                                                    Linked insurance policies  
                                                               Blue chip shares  
                                                                       Other listed shares  
                                                                                Hard assets  
                                                                                (Antiques/stamps grandmasters)  
                                                                                             Development capital  
                                                                                                   Shares  
                                                                                                           Unlisted shares  
 
 
 
 
Take Note… 
Note that within the groupings shown in the above diagram, subgroups could well 
vary in terms of their individual risk/return profile - for example, some shares are 
more stable than others. 
 
Choice of vehicle 
The consideration of the choice of investment vehicles is not an easy matter.  
 
Even once the correct mix of investments has been agreed and the percentage to be 
drawn from each of the sectors finalized, the actual nature of each of the investment 
instruments needs to be understood before the final choice is made.  
 
We look at various attributes and characteristics of the different investments in this 
Section, and then examine some general issues, such as the assessment of relative 
investment potential and the handling of the risk factor in appraising performance. 
 
 
 
 



243153 Learner Guide 
 

INSETA copyright 2014 
 

38

 

3.2 Types of Risks 

Learners should already be aware of the relationship between the potential yield 
offered by an investment and the inherent risk associated with it. It is natural to think 
of the riskiness of an equity or property investment in terms of its underlying capital 
value. It should be clear that, where the investor plans to hold a fixed interest 
investment until maturity, there is no risk of capital loss. Risk, however, comes in 
various forms, even where fixed interest investments are being considered. In 
particular, the following types of risk should be noted:  

 Interest rate risk 
 Reinvestment risk 
 Default risk (credit risk) 
 Call risk  
 Inflation Risk (purchasing power risk) 
 Foreign exchange risk (currency risk) 
 Marketability/liquidity risk  

 
3.2.1 Interest rate risk 
This refers to the risk of an increase in interest rates, that is, a decrease in the price 
of the bond, after the bond was purchased for an investor who has to sell the bond 
before the maturity date, with a resulting realization of a capital loss. 
 
3.2.2 Reinvestment risk 
In order for the investor to realise a yield equal to the yield stated at the time the 
bond was purchased, the interim cash flows (coupon interest payments) have to be 
reinvested at an interest rate equal to the stated yield when the bond is purchased in 
order to achieve the stated yield over the entire term of the bond. Reinvestment risk 
is the risk that this rate at which cash flows are reinvested, is lower than the stated 
yield. 
 
3.2.3 Default risk (credit risk) 
This is the risk that the issuer will default on its contractual payments of interest 
and/or principal. 
 
3.2.4 Call risk 
The risk of the issuer, retiring or calling all or part of the issue before the maturity 
date (if he is so allowed under the contract). From the investor’s perspective, there 
are three disadvantages of the call provision; uncertainty of future cash flow, 
exposure to reinvestment risk since this will generally be done when interest rates 
are low and reduced capital appreciation potential. 
 
3.2.5 Inflation Risk (purchasing power risk) 
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The risk that the return realised from investing in a bond will not be sufficient to offset 
the loss in purchasing power due to inflation. 
 
 
 
3.2.6 Foreign exchange risk (currency risk) 
A South African investor is exposed to this type of risk when purchasing a bond in 
which the issuer promises to make payments in foreign currency because the cash 
flow in Rands will depend on the foreign exchange rate at the time of the cash flow. 
 
3.2.7 Marketability/liquidity risk 
This involves the ease with which an issue can be sold at or near the prevailing 
market price. The greater the spread between the bid price and the ask price, the 
greater the marketability/liquidity risk. This type of risk, however, is only applicable 
when the investor does not hold the bond until the maturity date.  
Naturally, not all of these risk factors apply to a liquid fixed interest investment such 
as a call account. 
 
 

3.3  Interest and Fixed interest investments 
 
3.3.1 Overall context 
Interest is the return you get when investing in money market instruments. Fixed 
interest investments is where the investor is investing in Government bonds and 
receiving a fixed interest return with their original capital guaranteed at the end of the 
term. (See glossary) 
 
Disadvantages 

 The main drawback of interest and fixed interest investments lies in the fact 
that historically the average yield offered to the investor is lower than, for 
example, equities. 

 The specialised nature of the bond market means that specialised knowledge 
is needed if investors are going to “trade’ in fixed interest bonds.  

 Another problem could be the fact that the general minimum investment sizes 
are high. Money market accounts with minimums of R20 000 and even fixed 
deposits often carry a minimum amount of R1 000 or R2 000. Traditionally 
investing in fixed interest bonds requires large capital amounts unless access 
is gained through a fixed interest investment trust. Today the public can buy 
retail bonds from the post office at R1000 per month. 

 The return is interest and any amount above the exemptions is taxed in the 
investor’s hands at his marginal rate. 

 
Advantages 
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 Interest and fixed interest investments offer a reasonable return with relatively 
low risk involved.  

 They play an important role in the overall mix of an investment portfolio, both 
in providing a regular income for reinvestment and in allowing short term 
“parking” of funds earmarked for future investment in equities or properties.  

 Liquid investment types are another important part of the portfolio and near-
cash interest earning investments are the ideal solution to this.  

 Returns are interest and the tax concession on the first R23 800 of interest 
means that at a 10% return R238 000 can be invested with a return of R23 
800 without tax consequences. 

 Any investment will not trigger CGT as interest is exempt from CGT. 
 
 

3.4  Equity investments 
 
Disadvantages 

 The natural disadvantage which springs to mind when thinking of equities is 
that of the risk factor.  

 The state of the economy will affect the selling price and performance of the 
equity 

 Although steps can be taken to control some or all of the factors, it is still true 
that equity investments experience relatively extreme volatility over time.  

 Another drawback could be that the income produced from shares (dividends) 
is normally relatively low (of the order of 2 to 6% pa).  

 Shares in companies which are not listed on the stock exchange are generally 
not too easy to sell in times of need.  

 Fees payable to stockbrokers or fund managers need to be considered as 
they do affect smallish transactions quite significantly.  

 Equities are not usually seen to be good collateral for loans. 
 When a sale takes place, it will trigger Capital Gains Tax. 

 
Advantages 

 Equities have proven that they are able to deliver yields which, over the long 
term, offer investors a good real return.  

 Possible returns are dividends and capital growth 
 The stock market ensures ready marketability, while access can be obtained 

in relative small value units, especially through the unit trust system.  
 Dividend income is not taxed in the hands of the investor as company tax 

(28%) and dividend withholding tax (15%) has already been deducted.  
 Dividend income can grow in Rand amounts over time, resulting in an 

increasing income stream. This is because, even though dividends declared 
when expressed as a percentage of the current share price tend to stay 
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relatively stable over time, when expressed as a percentage of the original 
price they generally increase dramatically. 

 
 

3.5  Property investments 
 
Overall context 
There is a school of thought that considers property to be a good solid basis on 
which to build an investment portfolio. Whilst their thinking can be considered sound 
one must be cautious of the danger of placing “all your eggs in one basket”. 

Property can, in theory, be classified as a potentially high risk investment. Due to its 
immovability, a building is susceptible to the economic, social, political, 
environmental and climatic conditions of the area in which it is situated.  

Should the area thus be rezoned (from cluster residential to light industrial, as an 
example) the value of the building could diminish. The cost of converting a building 
(should this be possible) could also be a major expense to the landlord. Maintenance 
costs are another issue to be taken into account.  
 
Nevertheless, the fact that land is a limited resource tends to indicate that, as 
populations increase, the need for more living space will force the value of land 
inevitably upwards. Even a factor such as rent control should only impact on the 
investment returns of the property owner and have little or no effect on the capital 
appreciation of his investment.  
 
Where the investment is made in a property trust or property holding or property 
Management Company via the stock market, it should be accepted that the 
investment is more of an equity investment in nature and the attributes listed below 
may not then all apply. 
 
Disadvantages 
Apart from the risk factors mentioned above and the problem of maintenance costs 
which need to be factored into the calculation of the potential yield, the other 
disadvantages are as follows:  
 

 Normally a relatively large amount of initial capital is required, although this 
may be at least partially obviated by use of syndicate groups, property trusts 
or even financial borrowing against the property;  

 Marketability is a problem in most cases;  
 Costs associated with property like commissions, transfer duty, the 

registration of property, legal fees, etc. are relatively high and these generally 
result in property investments being seen as long term ventures. There are 
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also often ongoing costs such as the payment to a letting agent for rental 
collection;  

 Rental is taxable;  
 It may be a problem to find a suitable tenant for property from time to time;  
 Yields have not historically been that high.  
 Tenants can abuse the property leading to high repair costs. 
 Sale of the property will trigger CGT; however certain abatements may apply. 

 
Advantages 

 A good property can generate a regular income (rental) and, interestingly 
enough, this may be an escalating income.  

 Loans may be taken out using properly as collateral. 
 The capital value of property generally rises steadily over time. This is capital 

growth.   
 Obviously a house could be used to provide residential accommodation for 

the investor, thereby shielding him from the prospect of escalating rental 
payments. 

 

3.6  Insurance policy investments 
 
3.6.1 Overall 
The consideration of insurance policies as part of the retirement portfolio requires 
determining first the best type of policy, then the best portfolio type and finally the 
best insurance company from whom to buy the policy. 
 
Disadvantages 
The most common disadvantages quoted are as follows:  

 Administrative charges, including intermediary commissions, are seen to be 
somewhat high.  (The initial charges, including commission, are usually 
spread over the period of the investment and amalgamated with the ongoing 
administration charges. Because of the structure of the legislative maximum 
commission scales, charges tend to increase with the term of the policy. The 
overall expense charge against a short term endowment of 5 years can be as 
low as zero to 0,5%, while for long term policies, it could be as much as 15%. 
In addition, insurers usually levy a monthly investment charge on the value of 
the investment, with the charges varying from 0,5% pa to 2,25% per annum.)  

  The investment is generally seen as a long term one with early surrender 
penalties acting as a deterrent to liquidity;  

  The taxation applicable to the growth of the investment portfolio is seen to be 
a little penal for many, especially those in lower income levels;  

  The end results of the various plans are not generally seen to be up to the 
level of certain other investments, although this usually depends largely on 
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the type of investment portfolio underlying the policy and the associated level 
of risk.  

 Life policies are deemed property in the estate of the deceased and may 
trigger Estate Duty; 

 Traded policies will trigger CGT. 
 

Advantages 
The use of insurance policies as part of the retirement planning savings offers 
diverse advantages.  
 

 Some forms of policy, such as the RA or approved income protection 
schemes, offer special tax advantages;  

 Because of the regular nature of the premium payments (as a rule) and the 
penalties on early termination, insurance policies are often seen as a form of 
compulsory retirement savings for those who may not otherwise have the 
discipline to do so;  

 Smoothed bonus and similar portfolios offer considerable security;  
 Loans are generally available and the investment can be ceded as collateral;  
 Life cover and other benefits may be added.  
 The proceeds of a policy on death before retirement can be paid directly to 

the beneficiary, thereby allowing for more speed of payment and avoiding the 
executors fees;  

 Policies may be traded on the second hand market;  
 After maturity policies may be open-ended and amounts drawn as and when 

needed (tax-free), meaning that the capital is easily and efficiently turned into 
income;  

 Life policies enjoy some protection from creditors, especially retirement 
annuities;  

 Lump sums or annuities or pension payments from a retirement annuity are 
not included in the deceased’s estate for estate duty purposes. 

 

3.6.2 Assessing the Tax Benefits of A Retirement Annuity Plan 

The nature of the tax treatment of retirement annuities is relatively complex and, as 
such, care should be taken to analyse the overall picture before blindly accepting the 
net benefits.  
 
The complexity of the problem is caused by the need to take different tax aspects 
into consideration, including  

 the tax relief on the contributions up to certain limits 

 taxation within the fund in terms of the four fund approach is 0% 
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 taxation and tax free amounts afforded to the lump sums on withdrawal, 
retrenchment or retirement, taxation of the annuity (Income) 

Naturally, these issues (or at least some of them) can be expected to change over 
time as legislation changes and as the individual’s income situation changes, so any 
fixed conclusions are difficult to arrive at.  
 
Further complications arise if one considers aspects such as the taxation treatment 
of the proceeds of an RA in the event of death before retirement, whilst the fact that 
pension payments are not included in the estate of a person for Estate Duty 
purposes may be another significant factor in the equation. 
  
The age of the investor has a substantial effect on the outcome and that generally it 
is not wise to start a retirement annuity investment until age 40 or so (except 
perhaps for the self-employed where the early start is a necessary discipline) while 
low income earners do not benefit from such plans except insofar as they are a form 
of ‘compulsory’ saving. 
 

3.7  Hard asset investments 
Overall 
In the normal course of events it is not usual to employ hard assets as a large part of 
retirement planning outside of countries of political or military instability. 
 
Disadvantages 

 Hard assets do not generate an income as a rule;  
 There is a cost factor involved in the preservation and protection of the 

assets;  
  While hard assets can usually be turned into cash readily, the realisation 

value is dependent on a willing (and able) buyer’s market;  
 Specialist knowledge is often needed in the buying and selling process;  
 Owners may become attached to the items and hence not want to sell them;  
 The minimum investment amount in most hard assets is considerable, purely 

because the items, being valuable, cost a lot. 
 Hard assets will trigger CGT if used for investment purposes. 

 
Advantages 

 Appreciation may be considerable;  
 The assets may fulfill useful purpose in themselves as commodities;  
 Because the investor often becomes attached to the items and interested in 

them, there is less chance of them being sold oil before retirement or 
misused; 

 They are generally quite portable. 
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3.8  Some general issues 
3.8.1 Overall 
Of particular interest to the retirement planner in deciding on the investments to be 
held in a portfolio, is the impact of risk on the investment and the assessment of 
comparative performances of similar investments.  
Allied to this is the question of the extent to which the future potential of an 
investment is able to be assessed from past information and best ‘guesses as to the 
future trends. 
 
3.8.2 Factoring Risk into the Investment Equation 
Given this, it is obvious that to factor risk into an investment decision is not an easy 
thing to do.  
 
One method which is quite popular is to analyse the past performance of a particular 
investment sector to find the average yield over a reasonable investment period 
(which should correlate with the intended investment period) and to work out the 
standard deviation of the yield. This can then be used to project some kind of risk 
analysis into expected earnings.  
 
For example, a fund which has a mean yield of 12,1% pa over the period being 
measured but has a standard deviation of 1 implies that there is a 68,2% probability 
that the yearly returns would be between - 8,8% and 33,0%.  
 
A basic tool that can be developed from the data is shown below: 

Tool to show the Relationship between Risk and Return: 

               High         40%  
                                                          Average risk  
 

                             30%  
 

Return aver  
past 3 years  
                                   20%                                        Average  
                                                                                       return 

              Low  
        10%       Low Risk                          High Risk  
            Volatility  
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By inserting the average risk and the average return of the funds as straight lines in 
our table, we can create four quadrants. The performance of individual funds can 
then be assessed in the light of the risk profile that they offer.  

For example, a fund in the low risk/low return quadrant would make sense for a risk 
averse investor, whereas a fund in the high risk/low return quadrant could be said to 
be underperforming. 
  
However, increasing use is being made of modelling techniques which are able to 
use a vast amount of data drawn from past experience and future projections in 
presenting likely scenarios.  

These multiple risk factor analyses are usually driven off computer programs. 
 
3.8.3 Charges on Investment Transactions 
The charges generally can be grouped into five different groupings:  
• commission or brokerage;  
• initial administration charges;  
• subsequent administration charges;  
• termination charges; and  
• tax and duties.  
 
Some detail on those that relate to life insurance products and unit trusts has already 
been given and further information applicable to other investments is offered below. 
 
3.8.4 Property 
Charges relating to property investment include: 
 Valuation 
 Transfer duties 
 Conveyancers’ fees 
 Other charges 
 
3.8.5 Stocks and shares 
The charges on these are clearly defined where the transaction is being done 
through the stock exchange, although the actual fees are somewhat involved.  

Where the deal is being handled outside of the JSE market forces would play a 
bigger role. 

 Different charges are imposed for Gilts, Shares and Kruger Rands. VAT is charged 
on commissions.  
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Marketable Securities Tax (MST) and Stamp Duty at 1 % of the value of the 
investment is also chargeable on transactions of all marketable securities except 
listed debentures and stock issued by the government, local government or certain 
quasi-government (parastatal) bodies.  

Transactions done without the services of a broker may escape MST, but will then 
be subject to stamp duty of 1% anyway unless exempted. 
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Module 4 
 

Apply basic investment principles to propose a financial solution 
for a specific individual 

 
Learning outcomes  
By the end of this module you will be able to: 

 Select a range of investment products or instrument types that meet each of the 
identified investment objectives 

 Propose a financial solution and substantiate that it meets the specific 
objectives 

 Explain the implications of tax on a proposed investment solution for a specific 
investor 

 
Introduction 
The section below gives some examples of investment strategy and how monies in a 
personal financial portfolio can be strategised and invested. 
 

4.1 Life insurance products and investment  
 

4.1.1 Historical background 

In order to understand how the modern investment vehicles offered by insurance 
companies and investment houses have developed, it is important to investigate the 
historical background as to how the investment portion of insurance products grew 
from the traditional risk offerings into sophisticated investment products. 

It is also important for advisers to know about these products as some “longer-
standing” clients still have the older products in their portfolios. Unless the adviser 
understands their make-up, best advice cannot be offered in terms of these products 
and therefore the portfolio as a whole. 

We will follow the growth process of the products as follows: 

1. “Non-profit” policies 
2. “With-profit” policies 

a. Vesting bonuses 
b. Non-vesting bonuses 

3. Linked policies 
4. Modern approach 
 

4.1.2 ”Non-profit” policies - the original type of policy 
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In the early stages of the development of life insurance, it was quite acceptable that 
policies would be bought only for the benefit in the event of a particular occurrence, 
for example, the death of the life insured.  

These policies were simply sold as ‘non-profit” policies, and what the insurer did with 
the premiums collected during the policy term was of little or no interest to the 
policyholder. This means in exchange for a premium the policy holder gets risk cover 
- like life cover. 

Naturally, the earlier forms of investment were fairly simple and were probably 
restricted to fixed deposits with major banking institutions. However, as the financial 
holdings of insurers grew, they also started investing in property, originally buildings 
for themselves as head offices, then branch offices as they expanded their sphere of 
operations. All the profits earned on these investments were reflected in the reserve 
fund of the insurer.  
 

4.1.3  “With-profit” policies - origins 

As a greater understanding of the way that policies were structured grew, surpluses 
that the insurers were building up in their reserve accounts were used for additional 
investments.  
Policyholders soon started realising that the natural conservatism of actuaries when 
calculating premium rates, and the necessity to invest premiums received (probably 
because of the increasing volumes) was resulting in the growth of extremely large 
reserve funds.  
It did also not take long for policyholders to realise - particularly in the case of a 
mutual insurer that had no shareholders - which these surpluses in the insurer’s 
reserve account essentially belonged to nobody.  
In order to meet the demands of policyholders, and obviously seeing additional 
marketing opportunities, insurers developed the concept of “with-profit” policies. 

 
4.1.4 “With-profit” policies 
After every three years, the actuary is required to complete a valuation of the 
company’s surpluses.  
On completion of the valuation, the actuary will have established whether any 
“surpluses” have accumulated or not. 
In the past this was always simply paid into the insurer’s reserve account. (They 
enjoyed the profits.) 
The combination of pressures from policyholders for a share of the vast surpluses 
being accumulated by insurers, and marketing pressure from competitors, both 
within the insurance sector and in other sectors of the financial services industry, led 
to the development of “with-profit” policies. 
 

 How “with-profit” policies work 
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Since the development of these types of policies, an actuary who reports a surplus in 
the valuation, declares a “profit” that is to be paid to policyholders of “with-profit” 
policies. (As no actuary is likely to use the entire surplus for this purpose the balance 
of the surplus is still paid into the Insurer’s reserve fund.) 
 

 “Bonuses” 
These “profits” were declared as “bonuses”. They were, however, not automatically 
converted into money that the policyholder could withdraw from the policy. It was 
only at a later stage of development that policyholders received a declared bonus 
that could be withdrawn. (An interesting development that developed over time was 
the practice of charging an additional loading - a bonus loading - to ensure extra 
bonus growth.)  
 
For example, reversionary bonus polices don’t show the bonuses as they are only 
paid once they are actuarially calculated on maturity of the policy. A broker that is 
unaware of this will get the policy values (without realizing there are bonuses that will 
be paid on maturity) and advise the client to cancel as a "better option is available." 
The more people that cancel the more remaining bonuses are allocated to those 
clients who did not cancel. The result is on maturity the bonuses could be more than 
double the maturity value. In this case the bonuses "vest" on maturity only. See 
maturity bonus below. 
 

 Vesting bonuses 
Due to the structure of with-profit policies, bonus growth was (and still is) expressed 
as an increase on the life cover of the policy and not as an increase in the actual 
cash value of the policy.  
However, there is a real increase in the actual cash value of these policies, some of 
which vests and the rest of which does not.  
 
Definition: In law, “vesting” is to give an immediately secured right of present or 
future enjoyment. In plain English, one has a right to a vested asset that cannot be 
taken away by any third party, even though one may not yet possess the asset.  
 

 Non-vesting bonuses 
A policy owner wishing to cash in the vesting portion of the declared bonuses may 
do so, as all vesting bonuses, once declared, become an addition to the policy value 
and cannot be removed.  
Non-vesting bonuses come in many forms, but the basic concept is that they can be 
withdrawn if the actuary deems this necessary as a result of a subsequent poor 
valuation result (and can therefore not be converted into cash until they vest). 
 

 Vesting bonus – effect on life cover 
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While the development by insurers to allow the policy owner to redeem the vesting 
bonus in cash soon became popular, one must naturally understand that any 
withdrawal of a cash bonus reduces the increase in the life cover that the policy 
owner has enjoyed. 
 

 Non-vesting bonuses – categories 
Non-vesting bonuses generally fall into the following categories: 
Terminal bonuses- only paid if a claim is submitted against the policy before the next 
statutory valuation has been completed;  
Maturity bonuses- only paid if the policy matures (that is, an endowment policy) 
before the next statutory valuation has been completed;  
Interim bonuses- only paid if a claim is submitted against the policy, or if the policy 
matures between the date that the bonus is declared and the date of the next interim 
valuation. These are usually conducted on an annual basis. 
 

 Declaration of a Combination of bonuses 
Often a combination of the two types of bonuses (that is, vesting and non-vesting) 
are declared on the underlying basis that income already earned can be allocated 
out as a vesting bonus, but that any capital growth realised when a policy becomes a 
claim, or matures, is an unknown factor. 
 

 Income Tax implications  
The introduction of the 6th Schedule to the Income Tax Act in 1972, and later 
amendments, led to certain tax implications on the cashing in of bonuses. 
As a result, the practice became unpopular amongst policyholders and was 
discontinued in the development of new products by insurers. The eventual demise 
of the 6th Schedule in 1993 meant that any policy owners who still own one of these 
“old” policies could, once again, withdraw bonuses, tax-free. 
 
Warning - if a policy has bonuses do your homework before recommending early 
withdrawal. You could be doing your client a disservice. 
 

4.1.5 Linked” policies – origins 

As the investment expertise of insurers improved, they diversified into different 
portfolios and specialised in specific areas.  

Insurers also started publishing the investment performances of the different 
portfolios, which often showed better returns than policyholders were receiving from 
their with-profit policies, particularly in light of the relatively high levels of inflation 
experienced in South Africa during the 1970s and 1980s. 

As a result, the policyholders started making demands, leading to the development 
of linked policies. 
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 How linked policies work 
 
With linked policies, policyholders could select a particular portfolio that their policies 
could be linked to.  
The tri-annual valuation still took into account the assets and liabilities of the insurer, 
but these were now specified in terms of the policies linked to a specified portfolio. 

Note that the growth was, however, still linked to a growth factor reflected against the 
sum insured of the policy. 

 

4.2 Types of investment portfolios 
The types of investment portfolios made available by most insurers were linked to: 

 equities (shares quoted on what is now known as the JSE Securities Exchange 
of South Africa, but which was previously called the Johannesburg Stock 
Exchange, and is still referred to as the JSE);  

 property; 

 capital investments (bonds); (for example, government, municipal and utility 
stocks);  

 Cash. 

Policies linked to these portfolios trusted the capabilities of the investment managers 
for a “better than average” result, that is, a result that exceeded the inflation rate.  

While there were thus no guarantees, the opportunities to earn better results than 
would have been the case with “with-profit” policies was the incentive offered to the 
client. 

 

4.2.1 The modern insurer’s approach to investments 

The natural progression of linked policies eventually led to the complete “unbundling” 
of policies and the creation of policies designed in terms of the universal concept.  

Increasing use has been made of externally managed investment funds as the 
investment component, adding to the range of portfolios offered by insurers as 
vehicles for the investment of policyholder funds.  
 
A prospective policyholder will be asked to select a type of investment most suited to 
his or her needs at the inception of the policy and, based on this selection, the 
investment portion of his or her premiums will be deposited into the selected 
portfolio.  
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A policyholder will usually be entitled to change the portfolio at some later stage (at a 
nominal fee) if s/he feels that the risk associated with the type of investment 
originally selected is too high for his or her changed circumstances, or that the 
expected returns have not met expectations.  

This gradually led to the practice of the more informed intermediaries completing a 
basic risk profile on their clients to find the best match of investments. 

 

 

 

4.2.2 Investment products: Fixed interest 

 
 Government Stock - Bonds 

 
A bond is basically an IOU with the government. They borrow from you and pay you 
back what you lent them at maturity (5, 10, 20 or 30 years). You also get a fixed 
interest payment every 6 months for the same period. 
 
In order to finance infrastructure, government expenditure (capital and running 
expenses), development work, hospitals, schools, roads etc. the government may 
raise a loan by borrowing from various organisations or funds.  

The terms of the loan are stated at the outset in that a fixed rate of interest is 
payable (usually half-yearly), the term of the loan is stated and at the end of the term 
the capital amount is repaid to the lender.  

These instruments may be traded and it will be evident that if the general pattern of 
interest rates rises, the value of the stock will fall and vice versa.  
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The closer to the date of maturity or repayment, the less will be the influence of the 
current level of interest rates. 
 
 

 Stocks of local authorities - Municipalities 
 
These operate in the same way as Government stock but depending on the size of 
the local authority and how it is perceived by the investing public, may not be as 
easily tradeable as is the case with government stocks. 
 

 Loans to public utilities - Museums or libraries 
 
Here again the amount, rate of interest and payment frequency thereof as well as the 
maturity date is known at the outset.  
In some cases the repayment of the capital may be at a premium (for example, an 
amount of R105 may be repaid for each loan of R100) or at a discount.  
Such factors would then affect the calculation of the return obtained in that in 
addition to the interest payable, an additional/reduced amount would be payable at 
the end of the period of the loan. 
 

 Money Market assets 

In order to provide for their short term (usually up to one year) financing 
requirements and to be able to lend money by way of overdrafts or loans, 
commercial banks issue financial instruments, which are often suitable for the 
requirements of bulk investors.  

As in the case of stocks and loans, mentioned above, the period, the rate of interest 
payable and the repayment amount is stated at the outset. 

 
 Cash and near cash 

 
In order to meet day to day expenditure on claims and running expenses, an investor 
will maintain certain cash balances in their banking account or in the form of money 
on call which is then available at short notice. The latter also earns some interest.  
The amounts held will vary, not only according to the needs of the investor, but may 
be accumulated if it is felt that it is advisable to wait for a period before investing in a 
certain project, shares or other avenues of investment. 
  
The decision to wait will be governed by future expectations as to interest rates, 
ruling prices and various other factors for example, political, social and economic.  
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In recent years short term debt instruments, that is, those with maturities of less than 
one year, have been significant components of many investment portfolios. 

 

 Post Office investments 

The Post Office, through its savings bank, (Telebank) provides ordinary savings 
accounts (which can be linked to an ATM card) and Savings Bank Certificates.  

In the past these savings avenues proved to be popular, primarily due to their 
favourable tax status.  
 
However, the tax exemption provided on these savings has been phased out and 
investments in the Post Office Savings Bank are now fully taxed - along with other 
fixed interest investments. 

 

 Building society and bank investments 

The distinction between a building society and a bank became rather blurred with the 
levelling of the playing fields” policy adopted by the legislature and set out in the 
Deposit Taking Institution Act of 1990.  

This act, which repealed both the Banks Act of 1965 and the Building Society Act of 
1986, set out a philosophy that allows both types of institutions access to the 
traditional market of the other.  

 Regulation 

The government watchdog that controls Deposit Taking Institutions (including the 
insurance companies) is the Financial Services Board. Prior to the changes having 
taken place mutual building societies were severely restricted in the way that they 
could conduct business. 

 Benefits of reducing mortgage bond debt 

One must not, however, lose sight of the extremely valuable form of saving available 
from the early repayment of a mortgage bond.  

When one considers that the bond rate is often around 10 to 16,5% pa, (in 1998 it 
was 24%) then an early redemption of one’s bond will mean a guaranteed effective 
tax- free return at the same rate. 
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4.2.3 Short term instruments available from banks 

A variety of short term instruments can be purchased from banks.  

 Fixed deposits are short term time deposits in the bank, fixed for a 
predetermined time period. Interest and principal are usually paid in a lump 
sum at maturity. Fixed deposits normally range in maturity from one to four or 
five years, but 30 days and 90 days are also available. Most fixed deposits are 
issued at fixed interest rates but some fixed deposits are offered on a floating 
rate basis.  

 Banker’s acceptances are time drafts drawn on a bank by a customer to be 
used in settlement of a domestic or international commercial transaction. The 
bank accepts the draft for a fee and honors it at maturity, thus substituting its 
credit for the customer’s credit. The bank, which will collect the trade debt from 
its customer at maturity of the time draft, may retain the instrument as an 
earning asset or may realise cash on the instrument before its due date by 
offering it for sale in the secondary market at the going rate of discount for the 
time period involved. Bankers’ acceptances generally sell at a slight risk 
premium above the fixed deposit rate. 

 Turnover 

In a portfolio of short term debt instruments, maturities produce a high rate of 
turnover. As each instrument matures, it is usually replaced by another short term 
instrument.  

 Yield fluctuation 

The yield on the portfolio reflects recent and current capital market conditions and 
may fluctuate substantially, unlike the current yield on a portfolio of long term bonds.  

These instruments are generally marketable, with only minimal risk of capital losses.  

Such a portfolio is also useful as a temporary haven for retirement scheme assets 
when the manager is awaiting more favourable investment opportunities in shares or 
bonds.  
 
Qualitative aspects to consider are the marketability, security and the 
interdependence with other forms of investment.  
 
4.2.4 NCD’s 

These types of investments are commonly known as Negotiable Certificates of 
Deposit (NCD). This is defined as a fixed deposit receipt where the issuing institution 
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undertakes to repay the deposit amount together with interest to the holder of the 
certificate on the maturity date. NCDs are issued for periods from as short as 32 
days to as long as 5 years. 

 

4.2.5 Treasury investments 

Indefinite period Treasury Bonds are sold by Post Offices, on behalf of the Treasury.  

These are relatively short term as an investor may redeem his capital after as short 
as 12 months.  

Interest rates are subject to change and the tax concession which used to apply has 
been phased out.  

Investments in Treasury Bonds are now fully taxed along with other fixed interest 
investments.  

This does not, however, change the fact that, as a secure form of investment with a 
guaranteed capital return, Treasury Bonds will remain a favourite of those investors 
who are reluctant to take a risk with their investment capital. 

4.2.6 Participation Mortgage Bonds 

A participation bond is a first mortgage bond registered against immovable property 
and is funded by individual investors (instead of the bank) each with a minimum 
stake of R1 000. 

Bonds are usually not granted for loans of less than R20 000.  

A management company will arrange for the collection of the funds from individual 
investors.  

Nominee company 

The money is then ‘lent” to a nominee company that will purchase the property and 
lodge a first bond.  

The nominee company is prevented by law from incurring any liabilities and, 
although the bond is registered in the name of the nominee company, the investors 
have the same rights as registered mortgagees.  
 
Should either the nominee company or the management company be declared 
insolvent the participation bond will not form part of their estates.  
 
Controls over part bonds are extremely strict, and investors are granted numerous 
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safeguards on their investments by the legislature.  
 

Controls over Part Bonds 

 Some of these regulations include the requirement that:  
The part bond must be first bond registered against property;  

 The minimum that an individual can invest is R1 000. The property must be 
valuated and, where the bond is a reducing bond the loan may not exceed 75% 
of the valuation. Where the bond is fixed the loan must be limited to 66% of the 
valuation. In practice bonds equivalent to between 60 and 65% of valuation 
seem to be the norm;  

 The mortgage bond is a debt that is owed to the participants in the scheme and 
not to the nominee company. Should the borrower be declared insolvent all the 
investors will rank equally as concurrent creditors. 

Investment period 

The minimum investment period is 5 years.  
 

4.2.7 Benefits to an investor 

The attractions of this type of investment are:  

 The capital invested is secured and yet the rate of return achieved is relatively 
high. (Same rate that banks get for mortgage bonds.) 

 Security is provided by the fact that the funds are lent to reputable borrowers as 
well as the fact that the loans are limited to no more than two-thirds of the 
valuation of the property.  

4.2.8 Borrowers 

Borrowers of this form of finance usually come out of the commercial and industrial 
sectors of the community.  

Interest rates 

Interest rates are not fixed as the rules of supply and demand will dictate the rate 
paid by a borrower. Most schemes do however have a minimum rate below which 
the bonds interest rate cannot fall. 

Advantages to a borrower 
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The advantages to a borrower of utilising the funding made available through a part 
bond are:  

 He/she retains the ownership of the property. Future capital growth of the 
property thus belongs to the borrower;  

 The financing is of a long term nature and so the dangers of a sudden calling in 
of the loan (as is possible with an overdraft or leaseback) do not exist. 

Disadvantages 

One of the major disadvantages allied to an investment in part bonds is the fact that 
there is no capital appreciation for the investor. It is thus best to consider this form of 
investment at a time that there is a contraction in the economy. A contracting 
economy results in high interest rates linked to a low rate of inflation. Should inflation 
rise and interest rates fall, (as happens when government policy attempts a kick-start 
recovery of the economy) the resultant erosion of the capital base, coupled with a 
low rate of return would make this Form of investment an unattractive proposition. 

4.2.9 Investment products: Equities 
 
Equities – general 
The JSE Securities Exchange is directed by an honorary committee of 16 broking 
members who are elected annually by the members of the exchange in a secret 
ballot. The exchange is controlled externally by the Stock Exchange Control Act of 
1985 and internally by its own rules and directives. 
 
Historically 
During its first 50 years the exchange was essentially a mining market, but with 
South Africa’s post-war industrial development this changed dramatically. Today 
there are three times as many industrial companies listed as mining companies.  
Nonetheless, the fact that South Africa produces about 40% of the world’s gold 
means that the JSE is still the world’s leading gold mining market. 
 
Trading 
Trading, which can only be conducted by registered brokers, takes the form of a two-
way oral auction. There is no signed agreement between the parties - each merely 
makes a note in a small book - hence the motto of the JSE - “My word is my bond”. 
 
Electronic age 
The introduction of the electronic communications capabilities of the computer age 
have resulted in “electronic trading” on the exchange. This is known as "over the 
counter trading." 
 
Role of JSE 
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A stock exchange plays a vital role in any capitalist economy as it provides a market 
where investors can deal in the: 
Primary market - Companies want to raise capital so they list on the JSE (There are 
minimum requirements.) 
Secondary market - Investors buy and sell their shares in a company under 
controlled conditions that will ensure them a fair and competitive price.  
 
Sectors 
The stocks on the JSE are grouped into various sectors and groups within the 
sectors. The three major sectors are mining, financial and industrials. 
Examples of the major groups within these sectors are mining houses, banks and 
financial services, industrial holdings, electronics and electrical, food, engineering 
and stores. Two rather special groups in the industrial sector are the venture capital 
and development capital groups, often used for fledgling company “floatings”.  
 
Each sector and most of the groupings tend to have their own risk profile and pattern 
of performance. Some sectors, such as the financial services and insurance 
components, tend to operate on a lower dividend yield ratio, suggesting more 
stability in the share price. 
 
Index 
The overall performance of the JSE or one or more of the sectors can be tracked via 
the use of an index - a “basket” of shares selected to represent the underlying 
investment range. The best known of these is the all-share index, which makes use 
of the entire market, weighted to give an idea of the real overall share movement. 
 
An index can be understood as an average.  
Consumer price index is the average of 3500 items at today's date relative to the 
same item’s price 1 year ago. The increase is a percentage.  
All share index is the average of all the shares on the JSE today and the same 
shares one year ago etc… 
 
Quoted shares 
In order to obtain the money needed to finance its operations a company will often 
issue shares.  
The total of these shares constitute ownership of the company and such shares may 
be bought and sold.  
 
Price 
The price will be determined according to the perceived value and future prospects 
of the company and this price will therefore fluctuate from time to time. 
 
Dividends 
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In addition, dividends are declared out of profits made from time to time and these 
are paid to the owners of the shares.  
 
Newspapers 
The JSE is a market for the buying and selling of shares, and the ruling prices of 
shares traded is quoted on a daily basis in the newspapers. These shares are 
referred to as quoted shares.  
 
Unquoted shares 
Many companies, which have issued shares are not quoted on the Stock Exchange. 
These shares are also capable of being traded but the determination of a suitable 
price is not as readily possible as buying and selling is not as frequent and a 
prospective investor will need to undertake more careful research and analysis in 
order to determine the price to be paid. 
 
Raising of additional capital 
Additional capital may be raised through the issue of shares and in the case of 
quoted shares the immediate tradeability of those shares is considerably enhanced. 
 
Brokers 
The buying and selling of shares is undertaken through brokers. A prospective buyer 
or seller will instruct a broker to buy or sell certain shares at a certain price or within 
a price range and the Stock Exchange provides the forum or market for such buying 
and selling. 
 
Preference Shares 
Preference shares receive a fixed dividend only and do not share in any increase in 
the rights over ordinary shareholders as to dividends and (if provided by the articles 
of association) capital in the event of the company being wound up.  
 
As shareholders in the company, they have no contractual right to the dividend which 
can only be paid out of profits (note that debenture holders have a contractual right 
to their interest).  
Preference shareholders receive a fixed dividend on the capital subscribed and they 
are paid this dividend before any dividend can be paid to the ordinary shareholders.  
Preference shareholders rarely have voting rights unless their dividends are in 
arrears.  
 
In addition to the preferential right to dividend, preference shares have a preferential 
right of repayment in the event of winding-up or reorganization of capital. 
 
Types of preference shares 
There are a number of types of preference shares of which the following are the 
most important:  
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 Cumulative Preference Shares  
In the event of the dividend not being paid in one or more years, the 
arrears of dividend are accumulated, normally without interest, and the 
accumulated arrears on these shares must be paid before any dividend 
can be paid on ordinary shares.  

 Participating Preference Shares  
These shares receive their normal fixed dividend before any payments are 
made to the ordinary shareholders but then have a right to participate in 
further profits, usually after a certain rate of dividend (say 40%) has been 
paid to the ordinary shareholders. They do not occur very frequently.  

 Redeemable Preference Share  
As the name indicates, these are redeemable at fixed date or between two 
specified dates. Redemption must be out of accumulated profits or the 
proceeds of a new share issue.  
 

Preference shares receive a fixed dividend only and do not share in any increase in 
the prosperity of the company. Unlike debentures, the payment of the dividend 
depends on the company earning a profit.  
 
They are in the position that bad results by the company mean no dividend, but they 
do not participate in good results of the company beyond the very limited dividend to 
which they are entitled. 
 
Ordinary Shares 
Ordinary share are part of the capital of the company.  
The holders of the shares have proprietary rights to the company and residual profits 
(and capital on winding-up) of the company “belong” to them after all prior charges 
and dividends to preference shareholders have been met.  
 
Investors in ordinary shares of a company suffer most in the event of a decline in the 
fortunes of the company but they also stand to profit most by improving fortunes of 
the company. 
 
Bonus Issues: 
Companies frequently make a bonus issue of ordinary shares whereby the present 
holders of ordinary shares receive a further allocation without any payment being 
required of them.  
The issue will take the form of a number of shares per share already held, for 
example, a three for one bonus issue where the shareholder receives three new 
shares for every one held. 
 
Rights of the ordinary shareholder 



243153 Learner Guide 
 

INSETA copyright 2014 
 

63

 

On a bonus issue, the rights of the ordinary shareholder are not altered. Although 
he/she may have more votes, he/she still has the same proportion of the total voting 
rights in the company held by ordinary shareholders and he/she will still receive the 
same proportion of the total amount of profits distributed in the form of dividend. 
 
Reason for Bonus Issues 
In practice, the reasons for making a bonus issue are to reduce the quoted price per 
share on the stock exchange which makes the shares more easily marketable, 
usually to the advantage of shareholders, and to capitalise reserves which appear in 
the balance sheet and which the company is using in the business in the same was 
as capital.  
 
Other advantage 
At the same time a subsidiary advantage is that the rate of dividend per share drops 
and this has proved to be useful in times when the political climate is against high 
percentage dividend payouts.  
The price of the shares, after the issue, is in direct proportion to the number of new 
shares issued, for example, if shares stood at R2,00 prior to the issue and a three for 
one bonus issue were made, then the shares would stand at 50c after the issue, 
other things being equal.  
In South Africa a bonus issue is frequently known as a “share split”. However, with 
the tax basis on profit distribution of companies in South Africa, many companies are 
simply issuing added shares in lieu of dividend payouts to avoid or delay the tax 
implications. 
 
Rights Issues: 
In the case of a rights issue, new shares are offered to existing shareholders at a 
price which is somewhat less than the present market price.  
 
How it works… 
In this case shareholders can either purchase the new shares offered or can sell 
their rights’ in the market.  
 
Only if the shareholder subscribes to the new issue will his voting position be 
preserved. If he sells his rights, then he will have a proportionally lower voting stake 
in the company.  
 
By purchasing the new shares the shareholder retains his present stake in the profits 
of the business including the additional profits which will accrue from the use of the 
money raised by the rights issue. 
 
Price 
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The price of a rights issue is always lower than the market price. If it were not, the 
shareholder could purchase additional shares on the market instead of taking up his 
rights.  
In most cases, the price differential is small, but in some cases there may be a 
considerable price differential (for example, the issuing of 50c shares at par when 
the market price is R10) and it should be realised that in these cases there is an 
element of bonus issue as well as of rights issue.  
 
Example 
 
A rights issue of two shares for every three held with the issue price at R3,50 and the 
market price at R4,00  
 
Market price of three original shares                              R12,00  
Cost of two new shares in rights issue                             R 7,00  
Cost of live shares                                                          R19,00  
Expected market price per share, after rights  
issue, other things being equal,                                        R 3,80  
 
The value of the rights is therefore two-thirds the difference between the new price 
and the issue price (two-thirds because there are two new shares for every three 
shares held) and this works out at 20c.  
The value after the rights issue and the market value before the rights issue should 
be noted - this is a quicker method of obtaining the value of the rights but does not 
explain its meaning. 
 
Paying for the shares 
An investor is not always called upon to pay for the shares immediately, in which 
case he may sell his rights “nil paid’ and the purchaser assumes the obligation for 
payment. If, for example, in the above calculation, payment of the R3,50 is not due 
immediately, the rights could be sold “nil paid” for 10c per share (R3,80 expected 
price minus R3,50 issue price), in which case the purchaser, or subsequent 
purchaser, is responsible for the payment of the R3,50 to the company.  
Dealings in the shares while in “allotment letter” or “scrip” form, before the shares are 
registered in the names of the holder, are free of stamp duty. 
 
Unquoted shares 
As previously mentioned, these shares constitute ownership of a company but as 
there is no regular publication of the ruling price, the tradeability of these shares is 
not as easily facilitated as in the case of quoted shares. 
 
4.2.10 Derivative Investments 
There are two major types of derivatives, namely futures and options. 
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Futures – origins – agriculture 
Future contracts originated many years ago in connection with agricultural products.  
A typical arrangement would be for a farmer to enter into a contract with a purchaser 
whereby the purchaser agreed to purchase the farmer’s crop at a predetermined 
price in return for which the farmer is paid a premium or price.  
Effective financial planning is thus possible for both the farmer and the purchaser 
and the dangers of the price rising or falling markedly due to under supply or 
oversupply of the commodity to the market is eliminated. 
 
Financial Futures 
Definition 
A financial future is thus a contract which obliges one party to purchase from another 
an amount of assets on a specified future date at a price which is specified at the 
present time.  
Profits and losses which arise during the term of the contract as a result of market 
fluctuations are paid on a regular basis into an account, known as a margin account.  
The investment manager is thus able to increase his exposure to a particular class of 
asset without having to physically purchase or sell the underlying asset.  
The margin is held as a deposit with the South African Futures Exchange (SAFEX), 
which thus ensures the financial soundness of transactions entered into.  
 
Futures may also be used to hedge a portion of a portfolio and thus reduce exposure 
in a particular market. 
 
Example of financial futures trading 
A portfolio manager who currently holds R20m in gold mining shares is concerned 
about a fall in gold mining share prices in the short term.  
 
By selling All Gold Index (Goldi) futures, the portfolio exposure to gold shares is 
immediately reduced by, say R5m to R15m (that is, from R20m).  
The hedged R5m of gold share exposure now effectively earns the money market 
return and thus is allocated to “Cash” in the net exposure of the portfolio (while 
“Equities: Gold” has been reduced by the R5m in its net exposure).  
If the gold share market does fall from current levels, the value of the physical 
position in shares will decline but profits will be made by having sold All Gold futures.  
The net effect will be to neutralise or hedge the loss on R5m of the portfolio so that 
the net effect is equivalent to having had only R15m invested in gold shares and not 
the original R20m.  
 
If, however, the gold share market moves in the opposite direction by increasing 
from current levels, then the physical shares will rise but a loss will be made on the 
futures. The portfolio will only benefit to the extent of the net exposure of R15m 
rather than the original R20m in the gold shares.  
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In using futures, the portfolio manager is taking a view of the direction of the 
movement of the market. Buying options may be considered as buying “insurance” 
for the portfolio and may be used to reduce the risk when the manager is not sure of 
the direction of the market.  
 
Options 
As part of an investment program and in order to avoid the risk of major fluctuations, 
various options may be purchased. It is an option (right) to buy or sell not an 
obligation. (You don’t have to.)  
 
How options work 
The purchase of an option gives the buyer the right to buy or sell a specified asset 
within a specified period at a specified price. The purchaser pays a premium for this 
right. (If he chooses not to exercise his option then the amount of this premium is 
lost.) 
 
The size of the premium depends on, amongst other factors, the expiry date of the 
option and the level at which the option is struck, relative to the current market level. 
A premium of 5% of the value of the exposure would be a reasonable value.  
 
The writing (selling) of options by the portfolio manager gives others the right to buy 
or sell specified securities if they exercise the option within a specified period. For 
granting the option, the portfolio manager receives a premium. 
 
Call option 
A call option gives the holder the right to buy a specified amount of a specified 
asset for a predetermined price on a predetermined date in the future.  
 
Example  
Suppose an investor purchases a Call option on 1 000 shares in Barlows Limited at 
a price of R45 00 each within a period of 3 months, the premium being R3,00 per 
share. The price of R45,00 is known as the Strike price.  
 
This means that the investor has the right (but not an obligation) to purchase the 
shares within the next 3 months at a price of R45,00. If the price of the shares is less 
than R45,00 in 3 months’ time, the investor could purchase the shares more cheaply 
in the market and the option will not therefore be exercised and the investor would 
lose the premium paid of R3,00 per share.  
 
If, however, the price is higher than R45,00, the seller or “writer” of the option is 
obliged to sell to the investor the 1 000 shares at R45,00 each. Thus if the price is 
R55,00 per share, the investor makes a profit of P7 per share (R10 - R3) on the 
contract.  
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The buyer of an option has thus a limited loss equal to the premium paid but a 
potential unlimited profit. The writer of the option, on the other hand, has a limited 
gain equal to the premium but a potentially unlimited loss. 
 
 
Put option 
A put option gives the holder the right to sell a specified amount of a specified 
asset at a predetermined price on a predetermined date. A put option can be 
viewed as the inverse of a call option. The buyer of a put option thus has a maximum 
loss equal to the premium paid but with an unlimited potential profit. 
 
Use of options 
Options thus allow investment managers to take out “insurance” against certain 
market movements and can be used to improve investment returns.  
 
It is possible to buy both a put and a call option on the same specified asset at the 
same strike price. This is known as a “straddle”.  
 
A straddle 
The straddle would thus produce a profit if the price moved up or down. If the price 
remained the same however a loss equal to the premium for the two options would 
be sustained.  
This option is of use when the investment manager expects the price to move but is 
unsure as to the direction in which it will move.  
In practice, the use of options leads to the computation behind the pricing and 
movements of prices of options becoming rather complicated.  
The effect of these options is difficult to interpret and understand from the published 
results of the performance of a fund or portfolio. In order to reduce this difficulty a 
further analysis may be advisable. 
 
4.2.11 Unit Trusts (now known as Collective Investment Schemes) 
 
Unit trusts are today possibly the most popular avenue of investment open to the 
average man in the street.  
It allows him to partake in the excitement and profits available on the stock exchange 
without having to make a major capital commitment - one that he probably could not 
afford anyway.  
 
The investors do not deal directly with the unit trust but with a management 
company. 
 
Structure of Unit Trusts 
Let’s look at the structure of typical trust.  
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Unit trusts must be registered in terms of the Collective Investment Scheme Control 
Act. Once registration has been granted, the unit trust (let’s call it the All-Shares 
Equity Trust - “All-Shares”) is permitted to purchase shares through a broker on the 
stock exchange. 
 
Minimum start-up capital 
With an initial capital of R1 000 000, All-Shares will thus set up a portfolio of shares.  
One must understand that the portfolio will not have an initial value of R1 000 000, 
as the cost of commission to the stock broker as well as the Marketable Securities 
Tax due must be paid at the time of purchase.  
 
Units 
The money, however, provided for the investment will be represented by R1 000 000 
unit with a value of R1 each.  
These units are the property of the management who will have provided the original 
capital.  
 
Buying Unit Trusts 
The trust company will now start marketing the units to prospective unit-holders at a 
price of RI each. An initial charge, covering the administration fee, introduces 
commission and VAT on these charges is taken off the amount invested, with the 
rest being allocated to buy units.  
 
Selling Unit Trusts 
When one sells one’s shares there is again a broker’s commission that must be 
considered.  
 
As the value of the portfolio of shares held by All-Shares rises or falls so the value of 
the units representing the portfolio with follow the same trend.  
The company will continue to sell the units to the investors but this will now be at the 
ruling price.  
As the value of the share portfolio thus goes up the cost of the units will increase. 
This Price Fixing happens on a daily basis.  
Funds may hold a portion of the value of the portfolio in cash from time to time. The 
balance of the money received will be passed over to All-Shares so that more shares 
may be bought.  
These new shares will once again be represented by units. These new units will, 
however, be valued at the ruling price. 
 
Movement of prices 
While stocks can provide the investor with both a regular income through the 
dividends or profits declared and capital growth if the share price moves up and the 
share is traded to sold, there is also a potential for the price to move downwards 
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and, in extreme cases, for the company concerned to go into liquidation which may 
make the share worthless.  
 
CGT 
Capital growth is not taxed in the hands of individual investors unless they are seen 
to be dealing in shares that is, buying and selling actively. 
 
Minimum 5% cash 
The 5% of assets that need to be held as cash will probably generate interest 
income as the fund managers will be unlikely not to invest the money with some 
financial institution.  
It is also possible that the fund managers, due to an unfavourable phase in equity 
investments, invest more than the minimum 5% in cash.  
 
Dividends and interest pay-outs 
The fund managers may also choose to invest in interest bearing investments such 
as government stocks and treasury bills. The investor will thus receive an annual 
dividend and interest income from the unit trust. The dividend income will be tax 
exempt in the hands of the investor. 
 
Growth in Unit Trusts 
The number of different unit trusts available has swelled dramatically in the latter half 
of the ‘nineties and investors now have a wide range of over 1 000 from which to 
choose locally and thousands in the international market. 
 
Type of Unit Trusts 
Whilst the most popular type of fund is probably still the general fund, there are many 
specialist funds offering a form of focus, for example in a sector or one or more 
groupings such as mining, gold, industrials, or geared to conservation of the 
environment, black empowerment, development capital ventures. Income funds, 
made up largely of fixed interest investments, offer investors a high income return 
with the potential for capital gains should units be sold at the correct time. 
 
Controls: 
The controls exercised on the unit trust industry include:  
 

 Regulators: the Collective Investment Scheme Control Act (2001) and  
The FSB’s interaction,  

 ASISA was formed in 2008 by members of the Association of Collective 
Investments (ACI), the Investment Management Association of South 
Africa (IMASA), the Linked Investment Service Providers Association 
(LISPA) and the Life Offices’ Association (LOA). These associations 
disbanded and their staff, assets and activities were transferred to ASISA.  
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Although the primary purpose of this body is in the field of dealings with 
the authorities and public relations, it also acts as a body to set and 
maintain standards and a code of practice.  

 
 Standing committees: several standing committees deal with specific 

areas of activity, in particular the committees on industry supervision and 
governance seek to control the conduct of the marketers of unit trusts and 
regulations on management fees and commissions. 

 
Charges 
The total deduction from investment amounts that made be made to cover 
administration and marketing costs is 5%, although it is common for lower charges to 
be levied on large investment amounts.  
This charge is redeemed by the unit trust company in the form of a differential 
between the buying and the selling price of the units.  
In addition, unit trusts levy a monthly management fee on the units usually at the rate 
of 1/12 of 1% per month. 
 
Fund trends 
A recent trend in local investments that has taken off strongly is the concept of fund 
managers who manage the investment of investors into several chosen funds either 
unit trusts or unitised asset management funds also called: 
 

 “split fund managers”  
 “structured fund managers” 
 “Wrap funds” or 
 “multi- fund managers” 

 
Thus, instead of investing in the actual stocks and shares, units are purchased in 
one or more underlying funds (trusts), with the fund manager making use of the 
variety of investment combinations and the underlying liquidity of the units to create 
specific risk profiles or to trade for optimum gains. 
 
Product factories 
The administrators of these “baskets of funds” are often referred to as “product 
factories” in that the investments can be used as the basis of almost any kind of 
investment, including life insurance policies, pension schemes and trust monies. 
 
4.2.12  Investment products: Property 
 
Property as part of the retirement plan 
An investment in property as part of the retirement plan could be where the investor 
actually lives.  
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If the property is the one in which the investor is residing, it can either: 
 be sold as a means of retirement capital,  
 held as an ongoing instrument for income if rented or 
 used in the retirement plan as the ongoing residence, which effectively 

reduces future income requirements and effectively pegs the rental 
component of the budget against inflationary increases (other than rates, 
taxes, maintenance). 

The potential for properties to generate an escalating income through rental 
escalation clauses is an attractive feature of these investments.  
 
However, it is also possible to venture into property on a grander scale, as can be 
seen from the alternatives described below. 
 
Types of Property Investments 
There are various ways in which an investor can make use of property to generate 
investment growth. 
 
Vacant Land 
Although vacant land would not offer any income, it is relatively cheap to maintain 
and generally increases in value on a constant basis. (Rates and taxes on vacant 
land is greater than if a building is erected on it.) 
 
Residential Property 
As already mentioned, this could be the actual abode of the investor or a second or 
third house, apartment or block of flats held for the combination of rental income and 
capital appreciation. A specific form of this is the pre-purchase of a unit in a 
retirement village or complex. 
 
Holiday Property 
A popular form of property investment is the holding of a small cottage or apartment 
at a holiday destination such as on the coast or in the mountains. This serves as a 
means of enjoying cheap holiday accommodation before retirement, while added 
income can be derived from letting it out to other holiday- makers when not being 
used by the investor. 
At retirement the property may either be sold for capital gain, held for ongoing 
income or used as the retirement home.  
Another form of this type of investment is timeshare, whereby the investor acquires 
the right to use of a particular unit or flat in a development for a specified time period 
(usually measured in weeks). 
 
Commercial Property 
This form of investment involves the ownership of a building offering office, retail or 
manufacturing space, or even a farm.  
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Naturally, it is possible to generate a regular income from the rental of the space, 
whilst capital appreciation is also a possibility.  
In most cases it is not practical for a single investor to undertake this type of 
investment due to the large capital requirements, and thus it is more usual to find the 
formation of a syndicate of investors, possibly using a registered company or a 
closed corporation as the investment holding device. (Syndicates are also 
sometimes formed for mass residential property holdings, such as blocks of flats.)  
 
A device that is sometimes used by investors when dealing with factory or retail 
premises is the leaseback, where the owner of the property who needs cash for the 
survival or growth of the business, sells the premises to the investor but then 
immediately signs a long term lease to ensure continued occupation of the property. 
Some forms of this arrangement even include a “buy - back” clause entitling the 
original owner to repurchase the premises at a later date, perhaps even on specified 
terms.  
With farmland it is possible to either rent the land out or to work it through the 
appointment of a professional farm manager. 
 
Other Forms 
It is possible to acquire a property investment through other, less direct methods. An 
example of this is through an insurance policy linked to the property portfolio of an 
insurer. Shares in a property company may be purchased, either through the JSE or 
as a non-listed company. Even participation bonds are a form of property 
investment, although their nature is such that they are generally classified as fixed 
interest instruments. Property trusts offer another avenue and these are discussed in 
more detail below. 
 
Mortgages and Gearing 
An interesting aspect of property purchases is the role of financing through the use 
of a bond. 
  
The effect of this, known as gearing or leveraging, is to set off the interest payable 
on the loan against the appreciation of the investment in property.  
It also allows the investor access to extra funds which he or she can use to secure 
more investment possibilities than otherwise would have been possible.  
 
Whilst it is theoretically possible to use loans to gear up other forms of investment it 
is also generally not too wise outside of the property market.  
 
A problem which faces the investor in South Africa who is looking to use this is the 
relatively high real rate of interest which usually applies in the market.  
Another factor is the absence of tax deductions on interest paid on mortgages, 
unless the investment is declared as an investment and not for personal residential 
purposes, in which case any capital gain made on the property becomes taxable.  
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To carry on investment in property successfully it is usually necessary to have a 
substantial portfolio, which will be sufficient to bear the running expenses of a 
property department geared to the maintenance of the property and the collection of 
rents. 
 
Freehold and Leasehold 
Property may be owned freehold or leasehold.  
In the first case, the land and buildings belong to the owner. In the latter case, only 
the buildings are owned and the land is owned by some other person who is entitled 
to a ground rent and is usually also entitled to the buildings on the land at the expiry 
of the lease. 
Leases of land for building purposes, which often include restrictive covenants 
regarding the use of the land and the type of buildings is only important for 99 years 
leases and in this case it is normal for the lease to include a requirement for the 
property to be in a good state of repair at the end of the lease - this may entail at the 
leaseholder expanding substantial sums of money at the end of the lease to put the 
property in order before handing over to the freeholder. 
  
The distinction between freehold and long leasehold is, in effect, a matter of 
arithmetic only. Buildings revert to the landowner on the expiry of a lease, but they 
inevitably “date” even if they do not actually wear out, so that rebuilding would 
probably be necessary, if the freehold is owned, at about the same time that a long 
lease expires.  
 
Leaseholds have to be written off over the period of the lease; the cost of freehold 
buildings should, in principle, be amortised over their expected life. 
 
Property Unit Trusts 
A property unit trust differs significantly from an equity unit trust in that the number of 
shares issued are limited at the time that it is established (a closed ended trust).  
To increase the number of shares the trust would be required to make a new issue. 
Once all the shares have thus been sold any investor who wishes to become a 
shareholder would need to find a shareholder willing to sell.  
 
A property unit trust holds unquoted property investments through its property 
companies. 
Funds that are prospectus is published (for example, for the purchase of a specified 
building). The building, registered in the name of the property company, of which the 
trust holds all the shares, then becomes the major asset of the company.  
As the value of the building escalates, the value of the shares held by the investors 
will also rise.  
 
The rental income paid by the tenants in the building is also passed on to the 
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investors as a dividend (naturally after a deduction of the management expenses 
incurred by the company and the trust).  
As property unit trusts and their property companies enjoy a tax exempt status, the 
Commissioner for Inland Revenue treats this dividend as interest and taxes this in 
the hands of the unit holders as such. Only the Interest tax exemption of R23 800 
(2013/2014 tax year) on interest income is thus allowed on the income received.  
 
There are a number of reasons why investments in property unit trusts have proven 
to be extremely popular since their creation in 1976: 
 
• An investor in a property unit trust is able to reap all the benefits allied to an 
investment in a property portfolio without having to make a major capital outlay - one 
that, perhaps, he could not afford.  
• Direct investment in the property portfolio has the danger that the investor’s own 
capital is tied in the building and he may not be able to use it he should need to do 
so. Shares in a property unit trust can be freely sold on the JSE.  
  
• Property companies held by property unit trusts are registered by the Unit Trusts 
Control Act from borrowing funds to an extent that the debt may not exceed 5% of 
the book value of their assets. There is thus a minimum exposure to the investor 
From the dangers of borrowing through mortgage bonds and the risk of escalating 
interest rates. 
 
4.2.13  Investment products: Insurance  
The nature of these products in the retirement planning situation is naturally of 
importance.  
 
Insurers offer a variety of options with regard to investment linkage.  
Although true “with profit” policies are not sold anymore, smoothed bonus linked 
portfolios are available to the risk-averse investor, whilst there is a plethora of linked 
portfolio options, either to internally managed portfolios of the insurers or to 
externally managed funds. 
 
Capital Accumulation Policies 
The advent of the flexible, open-ended Universal Life policy has, to a certain extent, 
meant that the difference between endowments, whole life, etc. has become blurred.  
However, variations of the universal life plan still approximate the more traditional 
Forms, which include pure endowments and endowments.  
 
Legislative controls mean that these plans are usually sold for periods of 5 years 
upwards, either as single premium investments or on the basis of regular monthly or 
annual contributions.  
 
The learner should be aware of the implications of the market for “second-hand” 
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endowment policies, whereby policies that have been in force for some time, are 
sold by the owner to a new owner for a capital sum, usually within a few years of the 
normal maturity date.  
 
The price is set on the basis of negotiations between the buyer and seller, invariably 
somewhere between the surrender value of the policy and the full investment value 
and some form of commission may become payable to an intermediary who acts to 
bring about the sale. 
  
This form of trade releases the original investor from the obligation of holding the 
plan to maturity without having to pay the full early surrender penalty, whilst the new 
owner acquires a short term tax efficient savings vehicle which could be open-ended 
should a longer term investment be required.  
The introduction of Capital Gains Tax and the decision handed down in the Poultney 
versus ABSA Brokers court case have had a serious impact on the trade in 2-hand 
policies.  
CGT is due on the maturity of a policy that does not pay out to the original owner - as 
would be the case if the policy had been sold in a second-hand business deal.  
The Poultney case has more relevance to intermediaries than their clients as it 
clearly spelt out the responsibilities vested in an intermediary to always provide ‘best 
advice’, and not to do so at their peril.  
 
The introduction of Capital Gains Tax with effect from the 1st of October 2001 has in 
fact brought a whole new perspective into play that must be considered when an 
investment avenue is considered that will result in an eventual capital gain. 
 
Income Generating Policies 
The retirement annuity is a common form of saving for a retirement income.  
 
Other forms of income generating policy include: 
the deferred annuity (which is not common in South Africa today),  
endowments with regular withdrawals (such as the preferred compensation 
arrangement) or 
so- called back-to-back investment plans which offer investors both an income and 
possible capital retention or growth through a combination of an endowment plan 
with an immediate annuity.  
 
Immediate Annuities 
These plans are ideal for the conversion of capital to a regular income stream and 
come either in the traditional guaranteed form or in the more modern unit linked 
guise in that they offer the investor an income on a monthly, quarterly, half-yearly or 
annual basis in return for a lump sum investment. 
 
Voluntary or compulsory 
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Immediate annuities fall into either the voluntary or compulsory classification, the 
latter being annuities purchased with the proceeds of an approved retirement fund as 
opposed to already taxed funds.  
 
Conventional immediate annuities may be taken on the basis of a fixed annual 
escalation in return for a lower initial income amount.  
The amount of income offered would depend on the type of annuity selected, the age 
and sex of the annuitant(s) and prevailing investment conditions, predominantly 
measured in terms of the ruling long term interest rates since insurers tend to back 
this type of policy with a fair degree of long term fixed interest investment stock. 
They may or may not have guarantee terms. 
 
Life or term certain annuities 
Annuities may be issued as life annuities (that is, payable for the full lifetime of the 
annuitant), or for a fixed number of years irrespective of whether the annuitant 
survives (called an annuity certain or term certain annuity. Effectively this is a 
guarantee).  
A combination of the two, results in an income which is payable for as long as the 
annuitant is alive but for a defined minimum period should the annuitant die soon 
after the annuity is set up. 
 
Joint annuities 
Immediate annuities may also be issued on more than one life, usually on two lives 
as in the case of spouses. Such annuities, called joint annuities, may incorporate a 
minimum term certain component (guarantee) to protect against the early death of 
both annuitants and can either be designed to cease on the death of the last of the 
two annuitants, or to cease, or perhaps decrease by a certain percentage on the 
death of the first of the two annuitants before continuing on until the death of the 
second. 
 
Temporary annuity 
Another form of immediate annuity is the temporary annuity, which is payable for a 
fixed number of years only but ceases in the event of the death of the annuitant 
before the period expires. 
 
Health implications 
Since the underwriting of immediate annuities is an issue which is similar to the 
underwriting of a life policy but where the poorer the health of the annuitant (life 
assured) is the larger the annuity can be, it is possible to offer special enhanced 
annuities to those of noticeably poor health. 
 
Linked annuities 
Variable or linked annuities are based on an underlying unit-linked portfolio. The 
annuity is paid by means of selling off units on a regular basis. It is usual for the 
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basis to be predetermined as a fixed % yield (linked annuity) or a fixed number of 
units (variable annuity).  
 
The nature of these annuities is such that they do not vary with the annuitant’s age 
or sex except insofar as the chosen “withdrawal” would in all likelihood be higher for 
older, less healthy individuals since they would not expect to live long enough to run 
down the capital totally. 
 
Legislation on compulsory annuities 
Learners should be aware of the fact that legislative restrictions on compulsory 
annuities mean that these cannot be in the form of a temporary or term certain 
annuity (that is, they have to be a form of life annuity). 
 
4.2.14  Investment products: Hard assets 
 
There is a requirement of a large amount of expertise when purchasing hard assets. 
 
Large capital gains 
An investment in hard assets is very often perceived as a showpiece of the wealth of 
the investor. The investor chooses to purchase a painting by one of the old masters 
at a price that is considered, by the average man in the street, as being totally 
ridiculous. What is forgotten is the fact that the seller of the painting has, perhaps, 
made an extremely large capital gain on his/her investment. 
 
Outlay of capital 
Investing in hard assets requires a substantial outlay of capital - capital that is not 
required in the short term and which is also not needed to generate an income for 
the investor as hard assets produce no interest. 
 
Timing and selection 
One must remember that the timing and selection of the investment can be all 
important to the eventual gain realised. Should the money not be discretionary 
income the investor may be forced to sell his asset at a time that the price is low, 
perhaps even lower than his original purchase price. The assets need to be 
preserved properly, often also requiring insurance. 
 
Personal taste 
Hard assets such as oriental rugs and art are more often than not bought as a result 
of the personal taste of the investor for these items and often involve more than just 
a pure investment decision.  
Hard assets derive their value from scarcity or uniqueness which makes them 
desirable to other investors or collectors. 
 
Advantages 
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While there are several disadvantages and complications in the hard asset 
investment business, it is also true that they offer the investor a large measure of 
security and portability with international acceptance, something that is important in 
times of upheaval such as war, or during times of extreme depressions. 
 
Asset appreciation 
Whilst the rate of asset appreciation on some of these items is pretty regular (as in 
known paintings of recognised artists) the pattern under others could be fluctuating 
(as in gold bullion) or dramatic over short periods (as in the case of an item of a 
personal nature belonging to Princess Diana during the period soon after her death). 
 
Yield patterns unsure 
As a result it is not easy to determine any set pattern of yields.  
Their use in retirement planning may be questionable, since the holders of the 
investments probably seldom envisage onward sale, preferring to look on the 
investments as more of a family acquisition that could be passed on through the 
estate.  
 
This type of investment naturally does not generate any income except in extreme 
cases (such as where they could be put on display to paying viewers or leased’ to a 
display). 
 

4.3 Types of Hard Assets 
Hard assets may be separated into three main classes:  
 
Collectibles  
These include items such as coins, stamps, books and even matchboxes, 
magazines, sports star cards” or photographs, or toys.  
 
Often their value is enhanced by being in a set and the degree of preservation is a 
major factor in the price determination.  
 
Minerals  
Diamonds and other valuable stones as well as gold and  
certain other valuable minerals fall into this category.  
 
The format of the items may be in the basic, raw form, such as a diamond, a gold 
bar, etc. or as jewelry or a finished product such as silver cutlery or a vase or 
ornament.  
In the former situation the value is based purely on ruling prices, although the quality 
as well as the quantity of the commodity plays a part in the valuation. In the latter 
case the element of craftsmanship is an added factor to be taken into consideration.  
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Gold coins, such as Kruger Rands or Nelson Mandela Coins could be said to fall into 
this group rather than the collectibles category where there value is predominantly 
based on the gold content rather than the finished item.  
Similarly, finished items would have to be assessed for their artistic value to 
determine whether their value lies in the material used or the craftsmanship, in which 
case they would fall into the next category.  
The hardy nature of these items generally means that little attention needs to be 
focused on maintaining them in good order (although coins and jewelry should 
normally not be damaged through scratching or other disfigurement, unless this is 
part of their rarity value).  
 
Rare and Quality Items  
The most common asset in this group is art, either paintings or sculptures, but the list 
could be extended to rare carpets, vintage cars, certain items of furniture or even 
memorabilia of royalty or stars’.  
The value of these items is generally a purely personal matter that could be affected 
by any number of issues and the extent of any damage or wear to the item may be 
important. 
 
 
Containers 
An unusual type of hard asset investment is that of the tank container, where an 
investor basically “buys” a metal container used to transport cargo by road, rail, sea 
or air.  
Container purchases are made through a container investment management 
company who in turn lease it out to users and pay the investor a rental from the 
lease income.  
The return is usually Dollar based, thus providing a form of Rand hedge. 
Containers have a limited lifespan, much like a veteran car, but since income is only 
generated from them when in use they normally result in the capital asset being 
depreciated (“eaten away”) over a period of 5 years.  
 

4.4  Conclusion 
In order to propose a sound financial solution for a specific individual, one must bear 
the following important guidelines in mind: 
 
Asset allocation 
The term "asset allocation" means the process of deciding how much to invest in 
different types of investment options. The four asset classes are Equity, Property, 
Cash and Bonds, so asset allocation involves spreading the investment amongst 
those asset classes. This investment strategy is critically important.  
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For example, your liquid portfolio could consist of stocks, bonds and cash while your 
long-term (less liquid) portfolio may consist of property and unit trust linked RAs. 
When you have finally eliminated all of your debt, paying attention to this element of 
your investment strategy is very important. Astute asset allocation means that you 
diversify across asset categories.  
 
Diversification 
Diversification means you never put all your eggs in one basket. Diversification is 
spreading the investment within an asset class. Since different asset classes rarely 
move in tandem, when one asset category is down, another may be up. If you have 
a mixed bag of investments the overall return on your portfolio should remain 
positive if a particular sector takes a turn for the worse.  
 
Constructing an effective portfolio 
An effective portfolio can be constructed using stocks (for long-term growth), bonds 
(for income and less risk) and cash (for liquidity), with the stock allocation further 
divided between growth companies in different industries. Offshore investments 
should not be ignored as they provide a hedge against the volatility of the rand. 
However, we recommend that if 40 percent of your liquid assets equals less than 
R60 000 it is not be worth trying to establish an offshore account. Rather use the 
basics of asset allocation and diversification. 
 
Global investing 
Global investing can be tricky because you do not have easy access to information 
regarding the investment. In addition, because of the relative newness of global 
investments, most of our local brokers do not have adequate knowledge. If you are 
in doubt, rather stick to locally managed international unit trusts.  
 
Allocations 
The next step in your asset allocation is to figure out what percentage of your money 
to allocate to each category. Factors to consider are years from retirement, overall 
goals and your tolerance for the day-to-day fluctuations of the stock market.  
 
Risk profile 
If you're investing for the long-term and still have 30 years to retirement, then you 
can afford to take on a higher risk profile. So you would go for a heavier weighting in 
stocks and stock unit trusts. If your timeline is shorter and you have current income 
needs, you might allocate a higher percentage of your assets to money markets 
funds, bonds or low risk unit trusts.  
 
Reviewing your portfolio 
You'll need to review and perhaps "fine tune" your portfolio every year, since your 
allocation targets or actual portfolio make-up are each likely to change, depending 
upon changes in your personal situation or the performance of your investments.  
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Asset allocation is very important, but it doesn't have to be complicated: Choose your 
asset categories, choose your target percentages, and fine tune periodically. The 
hardest part may be deciding which stocks, bonds or funds to invest in. So diversify, 
take a longer-term view of your investments and sleep peacefully. 
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