Why invest?

Setting financial and investment goals

What makes share prices move?

Investment – the word conjures up grey-shaded images of
everything you never wanted to be: strait-laced and sensible. But
the truth is that investment doesn’t have to be boring – in fact it
is the only route available to financial independence for those of
us who aren’t “trust fund kids” or recent lottery winners.

If you’re ready and willing to invest your hard-earned cash today for
a better future tomorrow, you will need a blueprint for doing so.

In a nutshell, the forces of supply and demand are the key
determinants of changes in share prices. In the simplest terms,
the share price will go up if more people want to own a share
than are prepared to sell it. Over time, a share price will track
the underlying trend in the company’s earnings: if earnings (and
dividends) grow consistently, the share price should follow.

This guide will give you an introduction to the stock market. When
you’re ready to take charge of your financial future and start
investing for yourself, we’ll give you the education and tools you
need to make investment decisions that could change your life.
To attain that elusive financial nirvana means harnessing the financial
equivalent of nuclear fission – compound interest – to produce
wealth. “The miracle of compound interest” means, simply, that
your money works for you, rather than you working for your money.
It occurs because you earn interest on interest on interest over a
number of years. For example, if you had invested R5 000 in a fixed
deposit after 20 years it would be worth just over R40 000 today.
That same R5 000 invested in the stock market earning an average
of 18.3% p.a. would now be worth over R140 000.
This is one of the reasons why you should consider investing in the
stock market. As the graph below shows, shares have shown the
highest returns in the long-term, outstripping other assets such as
bank deposits and even property.

The 20-year return of various asset classes

The first step is to set the financial goals that your investment will
meet: whether it’s saving for that once-in-a-lifetime holiday or
working towards a financially secure retirement.
Your next step is to make sure that you have the cash available for
investment – and how to free it up if you don’t. Write up a personal
balance sheet that calculates your net worth: your assets less your
liabilities. This will show you if there is spare cash available that can
be directed to other, higher-yielding investments. For example, you
could take money out of a low-yielding savings account and put it
into a money market account, if you need the cash, or into shares.
It is not wise to invest with borrowed money – so pay off all your
short-term debt before you start investing.

Overall, share prices tend to go up when the economic news is
good as this means companies should see their earnings increase.
In addition, good news from a certain sector or company can drive
share prices up as investors expect good future earnings.

Companies have two choices when they want to raise money to
grow their business: to borrow from a bank or issue shares.

The old JSE trading floor

A share is a slice of a company that, technically, means that its
owner has a small claim on that business’s earnings and assets. As a
shareholder, an individual is one of many owners of that company.

Stock exchanges have two purposes. Firstly, they are places where
traders can buy or sell shares and, secondly, companies can use
them to raise cash to expand their business by selling new shares
to investors.

An index is defined as “a statistical measure of the changes in a
portfolio of shares representing a portion of the overall market”.
That means that when an index is up, most share prices have
increased and vice versa.

Since 1996, the JSE has not had a physical location for its trading
floor as it uses an electronic trading system. It earns revenue from
charging companies listing fees and stockbrokers pay for using the
trading system.

JSE/FTSE All Share Index

How a stock exchange works
With a little time and knowledge, anyone can invest in shares today
and reap the benefit of future financial security.

An old adage goes, “When Wall Street sneezes, the world catches
a cold”. Although the influence of US share prices is no longer
as important to the JSE as it once was, the correlation between
movements and international share prices increases in times
of uncertainty.

What are shares?

There are two different types of shares:
• Ordinary shares make up the majority of listed shares. They
represent ownership of the company by the shareholders and
each shareholder is usually given one vote per share to elect
the company’s board members.
• Preference shares have first right, ahead of ordinary shares, for
dividend payments and for assets if the company is liquidated.

The New York Stock Exchange (NYSE), the London Stock Exchange
(LSE), Tokyo Stock Exchange and the JSE Limited (JSE) are all,
simply, markets for shares.

The last investing untruth is that you need a big fortune to make
a small fortune from investing in shares. This is untrue – but it is
proportionately more expensive to invest smaller amounts of money
directly into the JSE, as stockbrokers have a minimum brokerage
fee, as well as other costs. Investors can either save up a lump sum
or, through Standard Bank’s Auto Share Invest (ASI), put as little as
R500 directly into shares each month at a reduced cost.

But there are other aspects that affect investor appetite for
shares including the performance of international markets, general
economic growth, sector or company-specific news, share buybacks
and futures trading.

Lastly, look at your monthly cash flow and see if there is an excess
that can be invested each month. If not, see if you can cut your
expenses or increase your income.

The key advantage in issuing shares (or equity) is that the
company doesn’t need to pay back the capital amount or make
interest payments. Instead, shareholders – the people who buy
those shares – can hope to receive dividends and see a capital gain
on their investment.

Myth number three is that investing in shares can make you rich
quickly. While investing in shares is an important wealth creation
strategy, it has its risks and “the miracle of compound interest”
needs time to work.

Stock exchanges provide investors with two advantages:
• They reduce the risk of investing by providing a transparent
pricing mechanism for trades.
• They police listed companies. Stock exchanges operate in a
strict regulatory environment and companies have to comply
with stringent listing requirements.
Investors use share indices to track the performance of the
underlying shares and sectors. When we refer to “the market”,
we’re actually referring to an index that is a proxy for all the shares
listed on that exchange. In South Africa, this is the JSE/FTSE All
Share Index (ALSI). Other global market indices include the FTSE
(Britain), the Dow Jones (USA) and the Nikkei (Japan).

There are other buyers of shares apart from investors, including
companies (through share buybacks) and futures traders. They also
affect the demand/supply equation.

The risks of investing in shares
We’ve all heard that there’s no such thing as a free lunch – and
this is as true of investing as anything else. Over time, shares have
outperformed other asset classes – like government bonds, property
and bank deposits – but this comes at a cost. That cost is that
investing in shares is riskier than other asset classes. The old adage
“high risk, high return” means that an investor who takes on the
higher risk of investing in shares expects a higher return for doing so.

These are some of the risks of investing
in shares:
• Share prices can – and do – go down as well as up. Investors
can reduce their risk by doing their homework and always
knowing exactly what they’re investing in. That includes
evaluating “tips from friends”.
• Some shares can be illiquid. This means that they can be difficult
to trade, often because there is a controlling shareholder who
owns a large percentage of the company and is not selling those
shares on the market. This means that a share can be difficult to

sell. To avoid this, invest in more liquid shares.
• Companies do not have to pay dividends. This is not necessarily
a bad sign if the company is keeping that money to invest in its
future growth, but is a risk for shareholders who bought that
share for the dividend income.
• If a company goes bankrupt, shareholders may lose the entire
value of their investment. Ordinary shareholders only receive
what’s left over once creditors and preference shareholders
have been paid their due.
• Companies can disappoint the market by reporting lower-thanexpected earnings. This can mean the share price either falls or
lags behind the growth of its peers.
• Share prices factor in the market’s view of management’s
competence and integrity. Scandals, such as the revelation of
fraud or poor corporate governance, can hurt the share price.
But you shouldn’t be frightened off investing in shares. Most listed
companies are well-run businesses and their share prices should
increase over time.

Investing myths
There are four myths about investing in shares on the JSE. These
are simply untrue – let’s expose them for what they are.
The first myth is that only professional fund managers can invest
on the JSE. South Africa has around 125 000 private clients with
their own portfolios. However, this is set to increase as private
investing becomes more convenient and affordable – and you can
be part of this trend.
The second investment myth is that share investing is tricky and
only for the super-intelligent. The truth is that anyone can acquire
the knowledge to make sound investment decisions that will help
ensure financial independence in the long-term.

ASI is a breakthrough in share investing, in that it allows investors
to slowly and comfortably build up their exposure to shares,
without requiring a lump sum investment upfront.

The importance of cutting costs
Ultimately the value of your investments would be determined not
only by the return those shares generate in future, but also by how
little it cost you to invest in the first place.
As the graph below shows, you would be better off investing directly
in shares rather than letting someone else manage your money. In
this example you can clearly see how much of the value of your longterm investment you “donate” to third parties through upfront and
annual fees over 20 years (Investment A vs Investment B). If you
believe that you don’t have the skills to manage your own portfolio of
individual shares, consider buying an Exchange Traded Fund (ETF).
These let you buy an index of shares directly at relatively low cost.

Different investment scenarios: direct investing vs
third-party managed funds.

The importance of dividends

Attend a free
“Getting started in shares” seminar.

Investors buy shares for capital growth, income, or both. Shares
usually generate income through the payment of dividends. Simply,
dividends are the distribution of a portion of a company’s earnings
to its shareholders.

Email: securities@standardbank.co.za

However, the size of this dividend is not known to investors as
it depends on company profits and is at the discretion of the
company’s directors. This is unlike a money market deposit, where
investors know what they will earn upfront.
Dividends are decided upon and declared by the company’s board
either annually or half-yearly. But directors can choose to use cash
that could be paid out to shareholders for other purposes, including
reinvesting it in the company’s operations, buying back shares or
paying off debt.

Read about our educational courses inside.

Investors who require income from their share investments should
choose shares with a high dividend yield – the dividend payment as
a percentage of the company’s share price. Like an interest rate,
the dividend yield tells you the income return you will receive from
that investment.

Website: www.securities.co.za
Telephone: 0860 121 161
Email: securities@standardbank.co.za
Disclaimer:
Standard Online Share Trading, a division of SBG Securities Proprietary Limited (“SBG Sec”) has made every effort
to ensure the accuracy and completeness of the information contained in this document. The information, tools
and material presented in this document are provided to you for information purposes only and are not to be used
or considered as an offer or the solicitation of an offer to sell or to buy or subscribe for shares or other financial
instruments and must not be deemed as such.
The information is not intended as advice and no warranty express or implied is made as to the accuracy,
correctness or completeness of the information, which is subject to change at any time after publication without
notice. Should the information lead you to consider entering into any transaction in relation to the financial product
(“the product”) you must take note of the following: There are intrinsic risks involved in transacting in any of the
products. No guarantee is provided for the investment value in the product. Any forecasts based on hypothetical
data are not guaranteed and are for illustrative purposes only. Returns may vary as a result of their dependence
on the performance of underlying assets and other variable market factors. Past performances are not necessarily
indicative of future performances.
Unless a financial needs analysis has been conducted to assess the appropriateness of the product, investment
or structure to your unique particular circumstance. SBG Sec cautions you that there may be limitations on
the appropriateness of the information for your purposes and you should take particular care to consider
the implications of entering into the transaction, either on your own or with the assistance of an investment
professional. Nothing in this document constitutes investment, legal, accounting or tax advice or a representation
that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise constitutes
a personal recommendation to you. There may be various tax implications to consider when investing in a product
and you must be aware of these implications before investing. SBG Sec does not accept liability for tax treatment
by any court or by any authorities in any jurisdiction in relation to any transaction based on the information. It is
strongly recommended that you seek appropriate independent professional advice before acting on any information
contained herein, as SBG Sec provides no opinion or advice including investment, tax or legal and makes no
representation or warranty about the suitability of a product for a particular client or circumstance.
Whilst every care has been taken in preparing this document, no representation, warranty or undertaking, express
or implied, is given as to the accuracy or completeness of the information or representations. All information
contained herein is subject to change after publication at any time without notice. Any transaction that may
be concluded pursuant to this document shall be in terms of and confirmed by the signing of appropriate
documentation, on terms to be agreed between the parties. This document creates no liability or obligation on SBG
Sec. SBG Sec may have effected or may effect transactions for its own account in any investment outlined in this
document or any investment related to such an investment.
This document may provide the addresses to websites. Except to the extent to which this document refers to
website material of SBG Sec, SBG Sec has not reviewed the linked site and takes no responsibility for the content
contained therein. Accessing such website/s or following such link/s shall be at your own risk.
This document shall not be reproduced or used, in whole or in part, for any purpose other than for the
consideration of the information set out herein, without the prior written consent of SBG Sec. Standard Online
Share Trading, a division of SBG Securities Proprietary Limited Reg. No.1972/008305/07 is a subsidiary of the
Standard Bank Group Limited, an authorised user of the JSE Limited and an authorised Financial Services Provider
(FSP No.26691).
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Looking at the numbers

Investment ratios

Market cycles

Market Corrections

Where to find information

The golden rules of share investing

Standard’s Online Share Trading

Fees and costs

Understanding some rudimentary accounting isn’t just for
accountants – all investors should have some basic accounting
knowledge that will help them in the share-picking process. The
good news is that it is easier than you think.

For novice investors it can seem strange that a R100 share can
be cheaper than a R10 share. The reason is that investors use
a number of ratios to determine one share’s value relative
to another.

Wealth begins with better knowledge and any investor should take
the time to educate themselves about the assets into which they
are putting their hard-earned cash. There are a number of places
where you can find valuable information that can help you in your
investments including newspapers, magazines, television and radio.

Standard Online Share Trading is a respected share trading brand
that has grown over the past 15 years into South Africa’s leading
online stock broker. We provide investors with the tools and
technology to conduct real-time trading in shares, derivatives and
other investment instruments.

Competitive brokerage fees

Here are four common investment ratios:
• The price: earnings (p:e) ratio is the most common investment
ratio. It tells you how many rand you are paying for each rand
of earnings.
• The price: book ratio shows whether the market has factored
a company’s asset value (on its balance sheet) into its
share price.
• The price: sales ratio is the share price divided by sales
per share.

• Corrections are where share prices retrace some of their gains.
Typically, share prices will make up their loss quite quickly after
a correction.
• A bear market occurs where share prices continue to fall for
some time after a correction.
• Over-inflated stock market bubbles may be ended by crashes,
where share prices fall sharply in a short period. The good
news is that the share prices of the corporate survivors of these
crashes do recover. As the chart below shows, it took the JSE 20
months to recover to its pre-cash levels after the 1987 crash.

The secret to successful investing is discipline, not luck. There are
some basic trading rules that everyone – from novice to guru – can
use to minimise losses and maximise investment gains.

There are three main financial statements that investors should
read in the annual report:

Markets go through different stages – or cycles – even though
the long-term trend has been for share prices to appreciate. All
markets are cyclical: they increase, peak, fall and then bottom.
Market cycles are more important for traders than long-term
investors who leave their money in the market for longer than a
complete cycle.

• The balance sheet gives a “snapshot” of a company’s
financial position on a particular day. That snapshot shows
the company’s assets, liabilities and its net asset value (assets
minus liabilities).
• The income statement’s purpose is to show a company’s
profit (or earnings or net income or bottom line). Profit is the
amount of money that’s left over once all expenses (including
operating costs, interest payments and tax) have been
subtracted from sales.
• The cash flow statement shows all receipts and payments of
cash and the company’s cash position at year-end.
Investors can also find important extra information in the
statement of changes in equity and the value-added
statement. Don’t forget to read the notes to the financial
statements – they contain the detail you need to evaluate the
balance sheet, income statement and cash flow statement.

One share is cheaper than another when its relevant investment
ratio is cheaper than that of the second share.

Typically there are four phases in a market cycle. The first, or
accumulation, phase occurs once a stock market has reached the
bottom of the last cycle. However, most investors don’t recognise
this as the beginning of a new upward cycle so only very astute
and experienced investors enter the market at this stage. Though
valuations are attractive, market sentiment remains bearish
Market cycles
(negative) and then, slowly, turns neutral.

SENS announcement example

Market cycles
Distribution

The dividend yield is the dividend per share divided by the share
price. The share with the highest dividend yield is the cheapest,
all other things being equal. Shareholders can compare this to how
much money they will earn if they put their cash into a money
market account.

Mark-Up
Mark-Down

Accumulation

Source:www.Investopedia.com
www.Investopedia.com
Source:

In the mark-up phase, share prices begin to increase as more
investors realise that the cycle has turned.
During the distribution phase, sellers begin to dominate. The
market’s bullish (positive) sentiment becomes mixed and prices
can be range-bound. This third phase can be short or long, but it
inevitably gives way to the final stage of the cycle.
The mark-down phase is the last stage of the investment cycle.
Ironically most die-hard investors, who have held onto their shares
as prices crumble, will sell just as the market reaches its bottom.

Examples of annual reports

JSE All Share Index July 1986 – December 1990

All companies must, in terms of the JSE’s listing requirements,
publish all price-sensitive information on the Stock Exchange News
Service (SENS). This includes all results announcements, trading
updates, directors’ share dealings or announcements regarding
corporate actions.

There are variations within this simplistic framework as investor
sentiment can stretch market cycles to extremes such as bull
markets, bubbles, crashes, corrections and bear markets.
• In a bull market, positive investor sentiment drives share prices
higher – sometimes to beyond what the earnings’ fundamentals
can support. At this point the bull market risks becoming a
speculative bubble.

Exchange Traded Funds
Investors who feel they do not have the time to manage a share
portfolio or insufficient capital to achieve a large enough spread of
shares or the right stock-picking skills have the option of investing
in third-party vehicles such as unit trusts or Exchange Traded Funds
(ETFs).
ETFs are index-linked funds that trade on the JSE itself. Investors can
buy and sell units directly through their broker. ETFs provide investors
with index-linked returns at relatively low cost. For example, the Satrix
40 tracks the JSE/FTSE ALSI 40’s movement exactly.
South African ETFs are registered as collective scheme investments
and so are regulated by the Financial Services Board (FSB). This means
that they have credibility. ETFs are cheaper than any other managed
investment product. Investors are charged brokerage and related costs
when they trade in ETFs, but no, or limited, annual management fees.
ETFs have a number of other advantages for investors compared
to unit trusts. Firstly, ETFs are listed and trade all day compared
to unit trusts that are priced once daily. Secondly, the spread
(difference) between the buying and selling prices is smaller for
Satrix (one example of an ETF) than for unit trusts.

Online Share Trading provides many functional tools on its
website, to its clients. Research reports – including insights from
the Standard Bank Economics Division, plus research notes with
recommendations on individual companies from the group’s rated
research team – are available.
In addition, the website contains the financial statements – for the
past ten years – of every single JSE-listed company. Over and above
the raw data it also provides key ratios such as price: earnings
multiples, beta, dividend yields and many others.
The website also provides analyst earnings forecasts on a number
of listed companies. The data is provided byProfile Media, which
collates these forecasts and analyst recommendations to provide
an average (or consensus) view.
Lastly, the website provides other interesting information such as
live share prices, directors’ dealings, dividends payable and the
biggest gainers and losers and the most active shares on the JSE in
any one trading day.

There are five possible outcomes from buying shares: a big profit,
a big loss, a small profit, a small loss and breakeven. Successful
investing means avoiding those big losses. Here are some pointers
to help you do that:
• Never borrow money to invest, nor should you put money into
the market that you can’t afford to lose.
• Always use stop-losses for capital maintenance and never be
afraid to take a loss. However, as much as it goes against the
grain, never cut your winning shares before your losing shares.
• Investors should always feel comfortable with their investments.
If you don’t – sell. Do all your own homework before you
commit your money to an investment and only take advice from
investment professionals.
• Set realistic expectations. Although there will be years in which
the market booms, these are exceptions rather than the norm.
Over time, investing in shares will provide real returns that
outstrip the inflation rate.

Within our trading platform, investors can transact a wide range of
products, listed on the JSE Limited, which we regularly evolve and
expand. Within our website, you will find extensive educational
resources – from general education on investing in shares to
specialised product training and courses on how to master
derivatives.
It is affordable to trade with us as we keep our costs well within
reach of most investors. Standard Online Share Trading opens up
a world of opportunities for individual investors to invest in their
future and enhance personal wealth. Trade with us and benefit
from our wide product range, competitive pricing, well-established
platform, powerful trading and investing tools, and access to a
variety of free educational resources.

Product
Shares
Contracts for difference
(CFD)

Index futures
Commodity futures

Currency futures
Warrants and share
instalments

With Standard Online Share Trading you can:
•
•
•
•
•

Build a long-term share portfolio.
Trade in derivative products.
Trade in both long and short-term investments.
Delve into comprehensive research on listed companies.
Access historical information on funds and price data as far
back as 1991.
• Broaden your knowledge with our accessible and bespoke
educational courses.

There are several compelling reasons to choose South
Africa’s biggest – and growing – online stock broker as
your investment partner:
• A diverse and constantly evolving product range
• A well-developed and user-friendly platform
• Extensive online and face-to-face client training –
free to our clients
• Access to our call centre, for ongoing assistance
• Well-trained and knowledgeable call centre staff
• Continuous reinvestment into upgrading our systems and products
• Repeated fee reductions over the past few years.

Single stock futures (SSF)
Covered Calls

* Excludes VAT and statutory taxes (Securities Transfer Tax at 0.25% on purchases, Investor Protection Levy
@ 0.0002% and Strate less than R200 000 at R11.58, R200 000 to R1 million at 0.005787%, greater
than R1 million at R57.87.
** Excludes VAT.
*** Excludes VAT and statutory taxes (Investor Protection Levy at 0.0002% and Strate at R11.25).
Monthly administration fee: R80 incl VAT, as before this fee will be waived if three or more trades are
concluded in a given month and the quotes bank (if depleted) will be credited with R10.
Requests for data/files older than 12 months R50.

Statutory fees and taxes
Service
Internet
placed
trades

Fee Type
Securities Transfer
Tax (STT)
Strate

Most importantly, we make online share trading easy,
affordable and easy.
1. We offer highly competitive brokerage fees.
2. Our highly-skilled call centre consultants are equipped to assist
you whenever and wherever necessary.
3. We aim to be the best-in-value service offering when compared
to similar competitor offerings.

Costs
A headline brokerage rate of 0.5%
A R80* minimum applies.
A fixed brokerage fee of R50**.
A market-makers commission of 0.35% will be
incurred per transaction.
The exit leg of positions opened and closed on
the same day will incur a reduced market-makers
commission of 0.20% as a day trader’s account.
R12.50 per contract plus VAT.
0.1% of the value of the underlying contract
plus VAT.**
Minimum of R80 applies**
A minimum brokerage fee of R80**.
A R15** fee per contract.
A flat brokerage rate of R80** per deal (if
traded in a warrants account):
Applies no matter how large your warrants deal
is.
No STT is charged on warrant trades.
No additional monthly account maintenance fee
is charged – provided your accounts are linked to
the same login.
Note: Normal shares cannot be traded in a
warrants account.
A brokerage fee of 0.4% will be incurred per
transaction with a minimum of R80.
A flat brokerage fee of R80**

FSB Investor
Protection Levy

Costs
0.25% Applies to share purchases only.
0.005787% (including VAT) based on the
value of the share transaction:
The minimum is R11.58 for trades with a
value up to R200 000.
The maximum is R57.87 for trades with a
value over R1 million.
This fee covers the electronic settlement
of your share transactions through Strate, the
electronic settlement authority.
0.0002% on all trades.

Online Share Trading
The power of investing
at your fingertips.
We’ll show you how

