
 

 

REVISION: INSURANCE, ASSURANCE AND INVESTMENTS   

22 AUGUST 2013 

Lesson Description 

In this lesson we: 

 Look at questions from past papers. 

 Recap of the theory for insurance & assurance as well as investments before each section of 

questions. 

Key Concepts 

Insurance 

The Principle of Indemnity 

 Insurance is a contract between two parties, the insurer and the insured. 

 The purpose of insurance is to indemnify the insured against certain types of risk.  

 The insurer undertakes to indemnify the insured for losses suffered as a result of a specified risk 
while the insured undertakes to pay a monthly premium in return to the insurer for the 
indemnification. 

 Indemnification applies and this means that the insurer covers for an event that might happen. 

 They will only pay out if the event occurs, e.g. losses due to fire, theft, burglary, etc. 

 The object of indemnification is to place the insured after the loss in the same position that was 
occupied immediately before the loss. 

 The insured is not to be placed in a better or worse position. 

 This means that neither the insurer, nor the insured may profit from insurance. 

Benefits of Insurance: 

Individuals 

 To get security for themselves and next of kin on reaching a certain age (retirement / death). 

 Protect themselves against losses due to fire, theft, burglary, motor vehicle accidents and storm 

damages. 

 To protect themselves against losses due to illness (medical aid). 

 To protect themselves against losses due to unemployment (UIF). 

 To utilise the contract in the future for security so as to obtain a loan. 

 To protect themselves from losses because of damages to assets (home insurance). 

Businesses  

 Provides protection to business enterprises against future losses. 

 Protects the business from theft and fire of stock. 

 Protects the business from losses because of dishonesty of employees. 

 Protects the business from losses because of the death of a debtor. 

 Protects the business against claims by employees when injured during normal working hours. 

 Protects against the death or permanent disability of a key person in the enterprise. 

  



 

 

Basic forms of insurance include: 

Short term insurance:  

Insurance of goods, e.g. multi-peril policies, asset policies, personal property policies 

Long term insurance:  

Life insurance, e.g. retirement annuities, pension funds 

Non-insurable risks: 

Insurance companies are not prepared to take these risks! 

 

Examples: 

 Changes in fashion  

 Shoplifting 

 Improvement in technology 

 Financial losses because of bad management, obsolete stock, etc. 

 Loss of income because stock is not received in time from the suppliers. 

Insurable risks include: 

Fire - Fire insurance indemnifies the insured against losses due to fire. 
It is the duty of the insured to notify the insurer and the police that there was a fire at the business premises. 
 
According to the Iron Safe Clause, the insurer is compelled to keep all financial and stock records in a fire 
proof safe to enable the insurer to provide evidence of the amount of stock that was on the premises. 
 
The premium that the insured pays to the insurer depends on the value of the items that need to be insured, 
as well as on the risk. 
 
The insurer will calculate the premium with the probability of the risk occurring in mind. 

Important factors that may affect the risk are: 

 Nature of the products or buildings 

 Nature of adjoining buildings 

 Availability of fire sprinklers, alarms, etc. 

 Proximity of fire station 

 

Storms - Insurance against storm damages indemnifies the insured against losses due to storms, wind, rain 
and hail 
 
Burglary - Insurance against burglary indemnifies the insured against losses due to forced entry into the 
business premises when the business is not open for business 
 
Theft - Insurance against theft indemnifies the insured against losses due to all forms of theft, such as 
shoplifting and theft by employees. 
 
Money in transit - Business owners should insure their businesses against losses occurring when cash is 
stolen while it was being transported from the business to the bank 
 
Fidelity insurance - Insure possible losses because of dishonesty of an employee. Employer pays the 
premium and receives the money if there was dishonesty. Insurer will investigate the character of the 
employee before the employment contract is finalised, e.g. cashier working with money. 
 
Comprehensive insurance - Instead of taking out different insurance policies for the different risks, you can 
include all the risks in one contract. 
 

  



 

 

How an insurance policy is taken out: 

 Proposal form must be completed  

 Insurer quotes a premium after risks have been studied. 

 If satisfied, insured pays premium. 

 Insured receives a receipt (cover note) which serves as preliminary policy. 

 Insurance policy is handed to insured – policy is a statement of the terms, risks and conditions of the 

insurance contract. 

Requirements for an insurance contract to be valid: 

Good Faith  

 Both parties must disclose all material facts. 

 All questions asked by the insurer must be answered honestly. 

 Insured must disclose everything that may affect the extent of the risk. 

 Otherwise, the policy may be declared void in a court of law.  

Insurable Interest 

Insured must be able to proof that he/she derives a financial benefit from the existence of the object which is 
being insured and/or that the insured stands to lose financially if goods are destroyed or by the death of a 
person. 
Example: 

 A person has insurable interest in himself/herself. 

 A person has insurable interest in spouse. 

 A creditor has insurable interest in his/her debtor. 

 A person has insurable interest in his/her partner. 

Terminology Relating to Insurance 

Insurer 
Insurance company who will take over specified risks from persons to indemnify 
them if the persons pay premiums. 

Insured Persons who want to insure their assets / life. 

Insurance contract 
A document issued by the insurer to the insured which includes all the stipulations of 
the contract. 

Policy holder The owner of the insurance contract. 

Premium 
The amount of money to be paid monthly / annually by the insured to the insurer for 
indemnification. 

Excess 
Short term insurance includes a clause which stated that the insured is responsible 
for a fixed amount of the claim, when lodging a claim. 

Risk Possibility of losses / damages. 

Insured value 
The amount of money agreed to by the insured and insurer to insure assets / life of 
a person when the contract is signed. 

Book value The purchase price of an asset, less depreciation. 

Reinstatement value The market value of the asset at this moment. 

Re-insurance 
Dividing of risks between different insurers. One insurer divides the risk between 
him and other insurers. The premiums are divided between all the insurers involved 
and each of them has to contribute when the specified risk occurs. 

Cession 
The rights which the insured has according the stipulations in the insurance 
contract, may be transferred to another person by means of a written clause, e.g. 
your spouse or a bank, for security purposes. 

Subrogation 
The right of the insurer, after the insured has been indemnified for losses/ damage, 
to stand in the place of the insured and to claim the amount being paid for the loss / 
damage from the guilty party. 



 

 

Pooling 
The combination of several small groups into one large group for insurance 
purposes, such as obtaining lower premiums or more group benefits. 

Surrender 

Applies to life assurance and means to terminate a policy. 

A cash amount is paid to the policyholder, no further premiums are paid and no 
further cover is provided 

Average Clause (Over and Under-Insurance) 

This is an insurance clause which refers to under-insurance and over-insurance. 
 
Under insurance means that property is not insured for its full market value. 
If goods/buildings are not insured for their full value, the full amount of the loss will not be paid out. 
The average-clause will be implemented to determine the amount that will be paid.  
The following formula will be used: Insured value ÷ replacement value x damage / loss amount. 
The payment by the insurer will be less than the amount of the damage, because the full value of the assets 
is not insured. 
 
Over-insurance means that property is insured for more than its market value. 
In the case of over-insurance, the insurer can choose to reinstate the insured for the losses suffered. This is 
known as reinstatement. 

Assurance (Principle of Security) 

The insured is assured of payment. If the person covered by a life assurance policy dies or retires, a sum of 
money will be paid out, e.g. retirement or death. 
This type of insurance is based on the principle of security. 
This principle is based on the possibility of loss due to events that will occur, such as death and retirement 

Life Insurance 

 Insurance of life of a human being (that cannot be replaced). 

 Includes life policies, endowment policies and disability policies. 

 Allows a person to make provision for their dependants when the person dies or becomes 

permanently disabled. 

 A life insurance policy pays out a lump sum after a person has died, to provide for dependants and 

settling of debt 

Retirement Annuities (RA)  

 A personal pension plan (governed by the Pension Funds Act) which aims to create wealth for 

retirement. 

 Originally created for self-employed people, because self-employed people do not receive any 

employer’s contributions towards a pension fund. 

 One of the main advantages of investing in an RA is the tax advantage, because RA contributions 

are tax deductible up to a specified amount. 

 When you become a member of an RA fund, the fund makes investments on your behalf. 

Compulsory Insurance (Insurance that is enforceable by law) 

Unemployment Insurance Fund (UIF)  

Employees who work longer than 24 hours per month contribute 1% of their monthly salary to this fund. 
Employers also contribute 1% to this fund, which means that the total contribution per month is 2%. 
The fund is created to insure workers against loss of earnings arising from unemployment and to provide 
employees with financial support during their efforts to find employment. 

Unemployment Benefits 

Applications should be submitted within 6 months of becoming unemployed. 
Workers can claim from the day they stopped working, until their benefits are exhausted, or they start 
working again.  



 

 

Illness Benefits 

Illness benefits can be claimed if a person is unable to work for more than 14 days and does not receive a 
salary, or receives only part of his/her salary. 
Illness benefits cannot be claimed if the contributor refuses to undergo medical treatment. 

Maternity Benefits  

Maternity benefits can be claimed for up to 17 weeks (four months). 
Persons who have had miscarriages can claim for six weeks. 

Adoption Benefits 

Can be applied for when a child below the age of two is adopted, and the person takes unpaid leave, or is 
receiving only a portion of his/her salary while at home caring for the child. 

Dependant’s Benefits 

Can be applied for if the person who has been financially supporting the household, dies. 
The spouse of the deceased can claim the benefit whether he/she is employed or unemployed. 

Road Accident Fund (RAF) 

 This fund provides cover for all drivers of motor vehicles against claims by persons injured in vehicle 
accidents, or claims of dependants of people killed in vehicle accidents. 

 Every time that road users fill up fuel they automatically contribute to this fund as the fuel price 
includes a levy which goes to the RAF. 

 People who are injured in road accidents or killed (next of kin) are compensated from this fund. 

 RAF will pay approved claims to drivers, passengers and pedestrians injured in an accident because 
of the negligence of a driver of the vehicle. 

 The fund only pays claims for medical expenses and loss of income and not for damage to assets / 
property. 

 Medical persons must determine the nature of the injury and this will determine the amount to be 
paid from the fund. 

 Claims for medical expenses are limited to tariffs levied by public health centers. 

 The maximum amount to be paid for loss on income, is R160 000. 

 Dependants of persons that die in a car accident may claim a maximum of R160 000.  

 The RAF only indemnifies the driver to compensate for losses suffered due to bodily injuries 
sustained, or the death of a person and not for damage to the property. 

 In the following cases the RAF will pay claims to injured parties, but has the right of recovery by the 
driver: 
o Where the car has been stolen or where the person is driving the car without the consent of 

the owner. 
o Where the driver was under the influence of alcohol or any other substance. 
o Where the driver is not in possession of a valid driver’s license. 
o Where the driver causes an accident owing to negligence. 

Compensation for Occupational Injuries and Diseases (COIDA)  

 The fund provides cover against disability owing to injuries, occupational diseases or death which 
are sustained during the normal course of work. 

 Compensation is paid to workers or their next of kin. 

 Employers using machinery in e.g. factories had to contribute to this fund. 

 Avoid claims being lodged against employer for medical expenses because of injuries / illness of 
workers. 

 All accidents / injuries / illness conditions in the work place must immediately reported to 
management / employer. 

 Negligent workers may not claim. 

  



 

 

Investments 

What are investments? 

The term investment refers to the putting capital or money to use so as to generate growth. 
Investments can take different forms and investors have different options.  

The rate of return should serve as a guide as to which option is most viable. 

 
Various investment options are available, including: 
 

 Share investments  

 Unit trust investments 

 Off-shore investments 

 Property investments 

 Fixed deposits in a commercial bank 

Return on investments 

Generally growth or returns would depend on the amount, the time and the risk. 

The profit, interest, dividends, etc. received on investments, should be determined as a percentage of the 

investment amount so as to compare the return from different investment possibilities. 

 

Formula:  

                                      

          
   

   

 
   

 

An investment portfolio is a term used to describe all investments owned by an enterprise. 
A business should diversify its portfolio to reduce risk. ‘Never put all your eggs in one basket’. 
Different investments would have different risks. (High, medium or low) 
Remember, the higher the risk, the greater the returns. 
Investors must choose the safest possible investment opportunities. 
Some opportunities offer a low income on invested capital, but it could be a safer opportunity than an 
opportunity that promises a higher income. 
Look at opportunities with a history of good return. 
Look at the taxation implications of each opportunity. 
Inflation also plays a roll on your investment. 

Shares – Medium to high risk 

Both public and private companies issue shares to raise the capital they need. 
Any member of the public can own a part of a public/listed company. If you own shares, you own part of a 
company. 
Therefore, they are entitled to share in the profits in the form of dividends.  
Shareholders are not responsible for the debts of the company as they have limitedly liable and if the 
company is declared bankrupt, they can only loose the money invested in shares. 
Also, investors buy shares for either long-term investment or speculative reasons. 
Speculative means that they buy and sell the shares for a profit. 
A medium-to-high risk investment, because the value of the shares may decrease, as well as the profits of 
companies, especially in times of a recession. 
Investors who would like to invest in shares can do so through registered brokers at the JSE, on-line, or 
through financial institutions like banks, etc. 

Functions/Services of the Johannesburg Securities Exchange (JSE) 

A stock market is a place where shares, bonds and other securities are traded. 
The JSE is a stock market and shares are the main commodity. 



 

 

Main functions: 

 Serves as a link between investors and entrepreneurs 

 Serves as a barometer of economic conditions 

 Encourages small investors to obtain a share in the commerce of a country by 

 Buying shares 

 Enables financial institutions to invest their surplus funds in shares 

 Shares of companies are valued and assessed by experts 

 Share prices are published daily on the previous day’s trading – this keeps investors informed about 
tendencies in the market 

 Strate (share transactions totally electronic) enables people to trade on the jse in an electronic way.  

Types of shares: 

 Ordinary shares/Equity shares - Holders receive dividends from profits that remain after fixed 
dividends have been paid to preference shareholders. 

 They may receive larger dividend than preference shareholders when profits are high, because 
dividends on these shares are not fixed. 

 Dividends are decided by the company’s directors, and depend on the retained income and on the 
company’s profit. 

 

 Ordinary Preference shares - These shareholders have a preference over ordinary shareholders in 
the payment of dividends as dividends are first paid to preference shareholders who receive a fixed 
percentage dividend irrespective of profits.  

 If the company is liquidated, preference shareholders would share in proceeds after creditors have 
been paid out, but before ordinary shareholders.  

 
Different types: 
 

 Cumulative preference shares - Enable shareholders to be compensated for any past dividends 
they may have missed during loss-making years. 

 

 Participating preference shares - If there is surplus profit after all shareholders have received 
dividends, these shareholders can share in that surplus. 

 

 Bonus shares - When the company has a large reserve fund or if they do not issue profits, they 
issue bonus shares to existing shareholders. These shares are not sold and shareholders receive 
them without any payment. Bonus shares are normally ordinary shares. 

 

 Founders’ shares – These shares are issued to the founders of a company usually for the services 
they might have rendered. 

Other Terminology in Connection with Shares 

Blue chip shares - Stable and quality shares in companies that have paid regular dividends in both good 
and bad years - good long term investment. 
 
Growth shares - Shares issued by companies that have produced above average revenue and earnings 
growth in the recent past. 
 
Penny stocks - Shares priced at less than R1 per share. 
 
Bull market – Share prices are on the rise. 
 
Bear market – Share prices are stable. 
 
Stag market – Share prices are dropping. 
 
Debentures – Medium risk 
 
Public companies borrow money from investors and investors receive interest on this investment.  
Redeemable debentures will be paid back to the investor after a fixed period.  



 

 

Non-redeemable debentures are where invested amounts will not be paid back but the investor continues 
to receive interest. 
 
Unit trusts – Low risk 
 

 Unit trusts allow a large group of people to pool their capital for investment in the stock, capital or 
money markets, or in general funds, specialist funds or income funds. 

 To earn a good return the investment capital must be invested for a medium to long term. 

 Because their investment is spread out, the risk is reduced. 

 Money is invested on an individual’s behalf by an asset management company. 

 The asset managers do not give the shares to the investor, but combine the shares in a portfolio 
which is then divided into equal units. 

 Anyone can buy units by investing a single lump sum, or by investing on a regular monthly basis. 
 
Advantages of unit trust 
 

 No need for the investor to have experience on investments, because a specialist portfolio manager 
handles the investment. 

 May invest small amounts monthly. 

 Lower risk as when invested in shares of individual companies. 

 Can receive a good income.   
 
Off-shore investments - Medium or high risk 
 
These investments are influenced by various factors such as interest rate, inflation rate and overall economic 
performance of the country in which the money has been invested. 
 
Property investments – Low to medium risk 
 
People invest in property for two reasons. The one reason is to generate income in the form of rent. The 
second reason is that people hope that the value of the property will increase over time. 
Property investments are most effective as a long term investment. 
 
Business ventures - Low, medium or high risk.  
 
Depends on the type of business venture, the location of the business venture and the way in which the 
venture is managed. 
 
Stokvels - Low risk 
 
This is when a number of persons pool together the same amount, and each month one of them will get the 
total sum.  
 
Fixed deposits - Low risk  
 
Money invested in a bank where the interest rate is fixed for the term of investment.  Different types of fixed 
deposit accounts are available. 
 
Interest 
 
Interest is the cost of borrowed money, or the return on an investment. 
There are two types of interest: simple interest and compound interest 
 
Simple interest 
Simple interest is interest paid on the original amount only, and not on the interest accrued. 
There are three components to calculate simple interest: 

 The original amount invested 

 Interest rate (in %) 

 Time 
 
  



 

 

Formula for calculating simple interest:  
 
I = interest 
A = original amount 
r = interest rate (per year) 
t = time (in years or fraction of a year) 
 
Compound interest 
Compound interest means that the interest will include interest calculated on interest. 
If you have an investment, it earns interest and this interest is constantly added to your original investment. 
As the interest is added to your investment, your capital increases. 
You will now earn interest on a bigger investment. 
 
The components to calculate compound interest are: 
 
S = total amount (original investment + interest) 
A = original amount 
i = interest rate per conversion period 
n = total number of conversion periods 
Formula for calculating compound interest: S = A(1 + i)n 

Questions 

Question 1 

(Adapted from, DOE. Nov. 2010) 

The property of Turbo Distillers has a current market value of R300 million. 
The warehouse was partly damaged by fire. Damages were assessed at R60 million. The insurance 
company is not prepared to pay the full amount of the claim because Turbo Distillers insured the property for 
only R200 million. 
 

a.) Which principle of insurance is applicable to the above claim?     (2) 
b.) Calculate the compensation that Turbo Distillers will receive from the insurance company. Show ALL 

the calculations.           (6) 
[8] 

Question 2 

(Adapted from, DOE. Nov. 2010) 

The following questions are based on the Unemployment Insurance Fund (UIF): 

 

a.) Define the nature of the fund.             (2) 
b.) Describe how it is funded.          (4) 
c.) List THREE benefits of the fund for employees.         (6) 
d.) Does the UIF benefit the employer? Motivate your answer.       (4) 

[16] 

Question 3 

(Adapted from, DOE. Nov. 2008) 

Bongani's General Dealer business is not insured. You are an insurance broker. Bongani approaches you to 

advise him on insurance. You complete a proposal form for Bongani's business. The monthly premium is 

calculated at R2 800 on a total value of goods amounting to R2 800 000. 

 

a.) Identify the type of insurance that Bongani needs and give ONE reason why this insurance is 

beneficial to him.           (4) 



 

 

b.) Bongani states that the premium of R2 800 per month is not within his budget. What advice would 

you offer? Provide TWO suggestions.        (4) 

[8] 

Question 4 

(Adapted from DOE, Exemplar, 2008) 

Classify each of the following descriptions under COMPULSORY INSURANCE or NON-COMPULSORY 

INSURANCE. Write the appropriate category next to the question number, and give a reason for your 

answer. 

 

a.) Safety of passengers travelling in a taxi on a public road 

b.) Business premises destroyed by fire 

c.) Protection of employees against injury in a factory employing 60 workers     

[12] 

Question 5 

(Adapted from DOE Mar 2010) 

Basil invested R10 000 of his annual bonus in a fixed-deposit account at Standard Bank, earning an interest 

rate of 12% p.a. 

 

a.) Using the simple interest method, calculate the return earned by Basil over a period of 12 months.

            (4) 

b.) Give TWO reasons why Basil's investment in a fixed-deposit account is good.   (4) 

[8] 

Question 6 

(Adapted from DOE Mar 2010) 

Economists describe the Johannesburg Securities Exchange as the 'heartbeat' of South Africa's economy. 

 

a.) List any FOUR functions of the Johannesburg Securities Exchange (JSE).   (8) 

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

JSE. 

Suggest TWO ways in which this investment can be done.     (4) 

[12] 

Question 7 

(Adapted from DOE Nov 2009) 

Zamisa Zulu bought 100 000 ordinary shares at R2 per share from a public company listed on the 

Johannesburg Securities Exchange. At the end of the financial year, he received his first dividend cheque of 

R40 000 from the company. 

 

a.) Calculate the percentage return on investment received by Zamisa Zulu.    (5) 

b.) Will Zamisa Zulu be happy with his return on the investment? Motivate your answer.  (4) 

[9] 

  



 

 

Question 8 

(Adapted from DOE Nov 2008) 

Study the following scenario and answer the questions that follow. 
 

Investment Opportunities and Returns 

Three family members, Bob, Sam and Rina, received R400 000, R200 000 and R300 000 respectively from 
their deceased grandfather’s estate in January 2005. 
Bob immediately invested his R400 000 in fixed property in Ballito, a coastal resort in KwaZulu-Natal. In 
September 2007, the local government gave the go-ahead for the construction of the new King Shaka 
International Airport, and this boosted the demand for residential property in the surrounding area. In 
December 2007, Bob received an 
offer of R500 000 from an estate agent and sold his property. 
Sam, on the other hand, invested his R200 000 in Gold Reef Shares. He purchased 20 000 shares at R10 
each in January 2005. In December 2007 Sam sold all his shares at R20 each. 
Rina invested her R300 000 for two years in a fixed-deposit account at a commercial bank at an interest rate 
of 15% p.a. 

 
a.) Analyse each family member's investment in terms of the risk factor for the two-year period.  (6) 
b.) Determine which investment earned the highest return. Show calculations to substantiate your 

answer.  
(10) 
[16] 

Question 9 

(Adapted from DOE Exemplar, 2008) 

Read the case study below and answer the questions that follow. 
 

New Township Salon 

Thandiwe Ntombela opened the New Age Hair Salon in Bisho in 2003. She provided employment for five 
staff members who travelled from the local township, which is 50 kilometres from work. They worked long 
hours. They started work at 08:00 and finished at 19:30, seven days a week. Thandiwe was not well 
equipped because she was making use of old and slow hairdressing equipment in her salon. On 1 July 2007 
Thandiwe bought new hairdressing equipment and a computer to use as a database for clients. This was 
financed through a loan of R40 000 from ABSA Bank at 17,5% p.a. interest, linked to the prime interest rate 
of the South African Reserve Bank (SARB). 
During October 2007 the governor of the SARB announced an increase of 1% in the prime interest rate. 
Thandiwe was still excited about her plans for the business for the future. 
She wanted to explore the possibility of opening a branch in the neighbourhood. 

 
a.) Calculate the interest that will have accrued on the loan on 31 December 2007.   (3) 
b.) The prime interest rate has increased by 1% to 18,5%. What strategic options does Thandiwe have 

with regard to this increase in the interest rate? Explain.       (4) 
[7] 

 


