Business Studies

Section: Investment (Chapter 13)



Key guestion: Critically evaluate different investment
opportunities and substantiate a choice of investment in a
particular situation?
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An investor should be able to differentiate between the four major asset
classes and the risk inherent in each

Low Risk \ Moderate Risk Moderate to High Risk High Risk \

Not there to make a =
fortune
= Include bank deposits and
money market accounts
m  Offer investors assurance
of regular interestincome =
m Also assurance that their
capital will not be subject
to huge external

fluctuations
= No guarantee that the
capital sum will be =

protected against inflation

Source: * The Economist, March 28t 2002)

Also called “gilts” are
interest bearing securities
issued by government or
companies in order to
borrow money

Essesntially an ‘10U’ in
which they promise to pay
the lender interest and to
pay back the lender’s capital
sum on a specific date, e.g.
Government R153 bonds
The capital sum that is
invested can fluctuate
(moderate risk), while the
interest payment can be
higher than with cash

Often biggest asset in
person’s investment
portfolio (In America the
average household has 4
times as much wealth in
housing as in equites®)
Can be an effective way of
gearing (borrowed to own
capital) your investment
Debt in the form of a
mortgage bond can help
investors acquire an asset
Risk related to political and
economic environment and
the location

Drawback, lack of liquidity
and expensive to sell
transfer duties, agent costs

Part —ownership in a public
company

Some companies listed on a
stock exchange, which
means the shares can be
freely traded, e.g. JSE
(Name some other
international stock
markets?)

Equity market is more
volatile in the short term
than all the other asset
classes, therefore high risk
Best chance of beating
inflation over the longer
term if the investors have
invested in blue chip shares
(major, stable companies)
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To determine the best options for an investor most brokers and
companies will first complete an investment risk profile

B Time horizon of the investment

B The current financial position of the
investor

B Investment objectives

B Risk tolerance

After studying these areas the most appropriate combination of

assets/investment options can be determined for an individual



Example of questions asked by a South African firm Power Brokers
and Financial Services in arisk profile analysis:

1. Which one of these investments would you feel more
comfortable owning?

M Fixed deposits

B Government stock

M Shares in older established companies
M Blue chip international investments

M Shares In overseas emerging markets

Source: *www.powerbrokers.co.za)



Risk profile analysis continued...

2. Is your future financial goal

M Vital, such as saving for your child’s future education or
saving for your retirement.

M Important such as paying off your car early.

M A luxury that you can do without, such as an overseas
holiday.



Risk profile analysis continued...

4. Which of the following investment returns would most
appeal to you if you were to invest an initial amount of
R20 000 for one year?

B A Guaranteed amount of R21 000

B Any amount between R20 000 to R22 000

B Any amount between R18 000 to R23 000

B Any amount between R15 000 to R26 000

B Any amount between RO to R30 000



Risk profile analysis continued...

5. Please select the statement most applicable to you:

M | would rather protect my assets, even though there may be
limited growth potential.

M | would rather experience steady growth each year.

o | would like high growth even though it may mean very volatile
returns in the short term.
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Investment Strategy

Investor objectives

» High degree of income

Asset classes

Additional
comments

L . * Bonds -
: » Maintain capital . * Less investments
Conservative investment . CP:;oSp;]erty in equities
* Very low risk
e Stable income * Bonds  Relatively low
Defensive » Growth in capital * Property weighting in
 Low risk * Cash equity
» Combination of growth
in income and capital * Equities .
Balanced » Moderate risk over the * Bonds none
medium to long term
* Long term capital
growth . :
* Little concern regarding ;Ig'rhoewft\;]gher the
Growth earnings of current  Equities requirements, the

income

* High risk (although
less than the market
as a whole)

higher the risk will
be

12
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Annuities

B Usually bought with retirement savings
B (RA) retirement annuity

B Monthly premium paid, in return for a lump sum and monthly pension after you retire (age
between 55 and 65)

B Income may be made monthly or annually and may be for a specified term or until death

B Government gives a tax relief on premiums paid towards an RA (WHY?)

14
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Endowments

B Savings plan

B Monthly amount invested for a specific period of time (usually 5 or 10
years)

® Then the assurer (e.g. Old Mutual) agrees to pay out on the maturity of the
policy

B Offers choices with regard to where money should be invested

M Life assurance can also be added (on death it will pay out the larger of
either the agreed death benefit or the investment return)

B Pure endowment policy will have no death benefit, i.e. If the policy holder

dies before the maturity date, the policy will only pay the accrued value
(contributions less admin fees) up to that time

16
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The Stock Market

Dac 5, 2008 : mm“AORD 3.427.20 = -D31 8.635.41 - A IXIC 1.500.31 - w225 7.017.50 - CAC N/JA = ~FTSE 4.040.30 - ~HS5I 13.846.08
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Comparatively South Africa was one of the better performing countries
In terms of stock market performance in 2008

WORST PERFORMING

STOCKMARKETS 2008*

BEST PERFORMING
STOCKMARKETS 2008*

*

*

*Local Currency VWaluations

Iceland: -94%
Bulgaria -80%
Ukraine -73%
LIAE - /2%
Serbia -71%
Lithuania -71%
Romania -70%
Slovenia -68%:
Vietnam -67%
Greece -6b%

* Tunisia: +10%

* Costa Rica: -49%

* Morocco: -6%

* YVenezuela: -9%

* Botswana: -15%

* Slovakia: -19%

* |Lebanon: -21%

* Chile: -23%

* Mexico: -25%

* Soputh Africa; -27%

* Local Currency Valuations
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Cost of buying equities

W Stockbroker’s fee- Charge around 1% of the value of your trade
(between 0.4% and 1.5%) depending on the size of the trade and the
nature of the service required

B MST or marketable securities tax- is currently 0.25% of the traded amount
B VAT- 14% on all brokerage and other fees charged

B A STRATE levy (share transactions totally electronic)- The administrative
costs of the system are funded by a levy of R6.00 per trade

B Administrative costs- Brokers charge for administrative charges on a
guarterly or annual basis; e.g. For the collection of your dividends and
Interest, keeping your share certificates and Kruger Rands in safe custody,
Insurance and exercising corporate actions (such as name changes or
share splits) on your behalf

20



Stock market terminology:

Bull/bear market
Preference shares

Spread

Market capitalization

Rights offer
Blue-chip shares

Green-chip shares

Black-chip shares

DY- Dividend Yield
EY- Earnings Yield

PE ratio- Price Earnings ratio

21



Banks: Market Cap
@ Market Value as of January 20t 2009, SBn

© Market Value as of Q2 2007, SBn

Societe Barclays
Deutsche Credit Generale
. - . .
103 17 26 74

Morgan
Stanley

16

JP Morgan

Goldman Sachs

27 35

While J*Morgan considers this information to be reliable, we cannot guarantee its acouracy or completeness Source: Blom'berg,.lanzo‘"m



Homework for Monday 2 February:

® Find the following information from any news source on the weekend:
* Buy
 Sell
* Last
* PE
* DY
 H
o L
DM
* YM%
* DV

B Please find this information for the following listed companies:
IMPLATS, DIDATA, SASOL, WBHO, FIRSTRAND

23



Homework summary

e o Closing  High (12 Low (12 :fi)gchheasrt]ierifcrgcr:)
pany price= Last month) Month)| jowest price
SASOL 7,2 27600 51800 21656 58%
FIRSTRAND /7,9 1490 2005 1105 45%
IMPLATS 5,8 11892 36800 8655 76%
WBHO 7,7 9718 15480 8300 46%
DIDATA 9,9 531 330 400 52%

24




Strategies to Limit Losses

ﬂl}?ﬁ ‘ u

14 May 20028 19 May 1200 22 May 000 26 May 20000

25
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The risk and rewards of interest-bearing investments

B Focus of interest-bearing investments is not
on capital growth but rather on the provision
of a steady income stream (often at a fixed
rate)

B They are often perceived as a safe haven for
investors (low return but low risk)

B However, this ‘safe’ asset class is not safe
from inflation

B Question: What is the current inflation
rate in South Africa, and what is the main
measure monitored by the South African
Reserve Bank to keep inflation in check?

B [nterest bearing investments often do not
beat inflation, and N.B. Interest income is
taxable if it exceeds the threshold

The face behind inflation
targeting in South Africa,
the Reserve Bank governor
Tito Mboweni

27
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Unit trusts

B Definition?

B Three parties to a unit trust investment:

* The unit trust Management Company that manages the investment on behalf of the
investors. The Management Company employs a team of portfolio managers to manage
the unit trust’s investments

* The trustee company, usually a bank or insurance company, which is responsible for the
safekeeping of the portfolio of assets

e The unit holder, i.e. You and a whole group of other investors
B [nvestment strategy ‘rand cost averaging’

B Unit trusts are divided into three broad categories:
* Domestic funds (max. Of 15% outside SA)
* Worldwide funds (between 15% and 85% outside SA)

» Foreign funds (more than 85% outside SA)

29
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Satrix Exchange

Satrix securities are Collective Investment Schemes. They provide the same returns as
would be received if the investor had directly purchased shares in each company in the
relevant JSE index

Satrix is designed to give low-cost exposure to the JSE. Firstly, there is only a single
transaction cost when you buy Satrix. Secondly, the stocks that make up Satrix change very
seldom. Unlike actively managed funds, where the managers are constantly dealing and
adjusting the portfolio, investors in Satrix don’t have these costs. You get transparency, value
for money and instant access

Advantages:

« Well diversified investment

* You can buy or sell at any time, at a price which reflects net asset value

* You can invest at a low cost, Sales and transaction costs are external to the fund

SATRIX funds: (TOP40, INDI25, FINI15, Swix Top 40, RESI 20, Dividend Plus
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The more legal formalities involved in starting the business, the more

expensive, difficult and time consuming it will be to establish the business

Sole traders

M First point
= Sub point A
* Sub point B
B Second point

Close corporations

M First point
= Sub point A
e Sub pointB
M Second point

Partnerships

M First point
= Sub point A
* Sub point B
B Second point

Private and public companies

M First point
= Sub point A
e Sub pointB
M Second point

38



These are the standard colours to be used; this is the lower row of
colours in your colour pallet, the top row should only be used for
exceptions

Dark Grey
Light Grey
Dark Blue
Light Blue
Dark Green
Light Green

Dark Red

39



Running head always in font 12, located here

This is a standard text slide; title always in Arial 20 and preferably only
two lines

FLAG ALWAYS IN FONT 12, NOT BOLD, IN CAPITALS

Subhead in font 16, located here EXAMPLE

B Always use English UK spelling ILLUSTRATIVE

 This is a sub bullet
— And this is the standard for a sub sub bullet

B Writing for prices is: € xx min. or R xx min.
B Notes always at the bottom of the page located such as is shown here
B References to the notes (numbers in the text itself) always with Format, Font and brackets(®

B Always work within the gridlines on the far side of the slides and never go outside these
gridlines

B Use tables from standard template so without the bold edges

B FTE'’s always spelled like this

Notes: (1) Place notes if any, over source
Source: Notes and sources should be 10-point Arial plain text 40



This is the Agenda or Contents page for a presentation

B Status Update and Key Decisions

B Work stream Review and Key Decisions
e Track & Trace

 Vision & Design

41



Template for three boxes

Subhead

M First point
= Sub point A
e Sub pointB
M Second point

M First point
= Sub point A
e Sub pointB
W Second point

M First point
= Sub point A
e Sub pointB
W Second point

16-Point bold

This is an example of a tombstone in a presentation;

42



Several standard formats

000 [V

Qn a round SD
/

Text in a coloured round shape
\ /

= Example of a text box in white, can be font
14 or 12

Arrows on a slide always in this colour

= Example of text without a box around it ‘ }

43



Example of a table with bullets

Subhead

Column head Column head Column head Column head Column head

= Bullet 1 . . LI LI
= Bullet 2 . . LI LI
e Sub bullet
* Sub bullet

Total Total Total Total Total




Example of a table without bullets

Subhead

Column head Column head

Column head

Column head

Column head

Total Total

Total

Total

Total




Appendix (this can be used when
your appendix has subsections)

» Highlighted Subsection 1
» Subsection 2

e Subsection 3

46
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Template with timeline and phases

Overview of process followed and consultation

Current state analysis

Design

teams
= |Interviews with stakeholders

= Customer survey

All workshops conducted with

DHA wide management
representation present

=

’Current

state
analysis

state analysis

= 2nd V/isioning workshop Sept 13 on
Legislative framework

= 3rd and 4™ Visioning workshops
Sept 27 and Oct 4 to determine

targets and principles for the new

T C———

VJHA
Executive

leadership
structure

igh-level
operating
model

the operating model

= 2nd EXO workshop 27 Nov — discussion
and validation of part 2 of the operating
model

= EXCO presentation 4 Dec on integral
New Home Affairs model

WV Home
Affairs

operating
model

48



Another template with timeline

Subhead

Start Week .. Week .. Week .. date

A A A A A

date date date date

End
delive-

rable

Aggroach |

Desk research =  Team meetings

Team meetings m Preparation of end report
Preparation of workshop

Workshop

m Desk research
= Interviews
= Team meetings

49



Templates for different graphs

...for which

they often have
to stand in line

Analysis of customer visits to DHA offices

Reason for being at DHA office Waiting times of respondents when visiting an office
04 - = g
100% 40% ...for which
33% they often have
80% A to stand in line
30% - 27%
60% - 22%
39% of 20% A
40% - customers are
gathering o
, information & 10% - 9/0
20% following up on 5% 3/
applications... . 2% 0
0% - ; 0% -
Gathering Submitting Following Collecting Total 0-30 31 min- - 2-3 4-5 5+
information application  upon ready min 1 hour hours hours hours hours  hours

application document

Moving these interactions to other channels should be investigated

Note: (1) Civic services volumes from financial year 2006/2007 50



Templates for different graphs cont’d

Analysis of customer satisfaction with current service delivery

Friendliness of
DHA staff?

Speed at which
you're being 13% 35% 26%
served?

0% 25% 50% 75% 100%

.Very good . Good |:| Fair . Bad .Very bad

Cleanliness and
upkeep of
offices?

Ease of entering
the office?

Ease of finding
the office?

Communication
with DHA staff?

0% 25% 50% 75% 100%

.Very good . Good |:| Fair . Bad .Very bad

Me bias suspicion is based on the fact that,

\

later in the survey, a large amount of customers expressed their
frustration with DHA and mentioned room for W

51



Templates for different graphs cont’d

Preferences of customers

Preference of respondents for time of Percentage of respondents rating these

visiting DHA offices specific service metrics as most important

After Easy
2-4PM _4PM processes Customer service
12-2PM 5% 6% Quallty friendliness
facilities 7%
7-8AM
. Document
b\;g}gﬁd delivered as
0
10AM-12PM T2 timeg 11% agreed

8-10AM _
Fast delivery

0 OT customers prerer to go Into the ofrice !ast aellvery IS ratea as most Iimportant, IO”OWEH

between 7AM and 4PM by reliability
il il

Opening at 7AM would meet customer needs;

however, staying open past 4PM is not necessary
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Templates for different graphs cont’d

Analysis of turnaround times in number of days

120 -

98 (reissue) to

100 - 127 (first issue)

80 -
60
60 -

40 -

20

ID book B/M/D Passport
O Actual® Promised B Expected by customers

DHA will have to reduce turnaround times in order to meet customer expectations,

especially for ID books

Notes: (1) B/M/D includes abridged and unabridged birth certificates that may differ according to customer expectations on turnaround times
(2) All turnaround times are stated in number of work days, using 5 days equalling 1 week 53



Templates for different graphs cont’d

Arrivals and departures (2002 — 2006CY)

(MIn.)
15- i
14 O Arrivals

13 @ Departure

CAGR
arrivals
+5%

12

124
114
104

g o N 0o ©
PR T A

2002 2003 2004 2005 2006

Permanent Residence Permits (2002/2003 — 2006/2007)

15,000- - B Applicationg
] O Approved
12,0004
9,000
6,000
3,000
0 N/A N/A N/A N/A| |

2002/2003 2003/2004 2004/2005 2005/2006 2006/2007

Source: DHA

Visas issued by missions (2002/2003 — 2006/2007)

700,000-

600,000

500,000+

400,0004
300,000+
200,000+

100,000+

0

2002/2003 2003/2004 2004/2005 2005/2006 2006/2007

Temporary Residence Permits (2002/2003 — 2006/2007)

B Applicationg
O Approved

180,000+

150,000

120,000+

90,000+

60,000+

30,000+

N/A

0 . T T .
2002/2003 2003/2004 2004/2005 2005/2006 2006/2007
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Template for org chart
——— 29>

Minister &
Deputy
11 Minister
Boards &
Committees
DG DHA @f employeD
\6: CD Strat & E \4:2
Not in the DHA Persal DG Support Services su oi?S ervi)c(:eég
database; estimated # PP
of personnel 300 /—_D
CD Counter Lo 0
Corruption & Security LD AUEN SRrgEs
29 80 D
e O CD Governance
Not approved : Relations
anymore
, C23 D 169 208 144 964 517
Gr?]\;enrtn- Branch Branch Branch Branch Branch
Printin Service Corporate Finance and Information Civic Branch NIB
9 Delivery Services SCM Services Services
Works
(595 Caso 3——I > L Cre3 633 (531 587 — 208 505
FI’Erovmce B i Province B T Province BT Province Province
astern Free State Gauten Kwazulu it Mpuma- North West Northern Western
Cape 9 Natal pop langa Cape Cape

Source:

DHA Persal Excel file Alphabetical list per pay point & more 15-05-2007
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Template for process flow

High-level process for Passports

Local office «— : — Head office (H/O) Manual process

Accept, Capture
capture images
and of photo
check and
applicati fingerpri
on nt

Assure
Verify Print guality
custome ASSDOrt of
r identity passp printed
passport

Sort and
dispatch

If office has no image capturing Manual exercise of validating Approximately 50% of consumers

camera, transport of applications to customer photo and fingerprint pay to have passport delivered via

nearest office that has one against Hanis system data or registered post, the rest goes to
physical record local offices for pick-up

= Application handled by local office

= Verification by faxing fingerprint to BVR for check with fingerprint on HANIS

= |ssuing of emergency travel certificate or temporary passport by local office

56



Template of table

Overview of footprint per type of DHA service point (SP) V&D proposed (2007)

eI Ylootprint footprint . recommended  CY2008 Y2010 Cv2012
(August 2007) (2006) (2006)

Regional office (RO) 41 42 43 43 43
District office (DO) 120 190 140 190 190
Permanent Service Point (PSP) 98 259 506 106 124 124
Thusong centre 75 83 110 164 218
Temporary Service Point (TSP) 123 0 70 0 0
Mobile Unit (MU) 117 109 placement only® 117 117 117
Hospital 101 101 na 70 50 30
4x4 Service Point na na na 25 25 25

= Growth of the Thusong centres is assumed to be linear
= Establishment of DOs is fast tracked to have a management structure in place before a Thusong centre is set up
= The pace of phasing out the TSPs is dependent on the pace of roll-out of the other SPs, such that the total number of DHA

Notes: (1) CSIR recommended 506 permanent service points and their locations; they did not distinguish between type of service point
(2) In addition, CSIR recommended that 482 points should be serviced with MUs; for this they advised to have 70 MUs 57
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